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HEALTH CARE COSTS ^AND THEIR; EFFECTS ON 

THE ECONOMY 



THITBSDAY, APRIL 12, 108^ 

♦ Congress OF Ti^E Unitep Stattes, 

Joint Economic CofiMrrriap, 

1 ho comimtteo mot, purstiftnt to notice, at 9 :40 ft.m., in room SD-628, 
JJirkaen Senate Offico lUiilding, lion. Roger W. Jepson (chairman oi 
the committee) presiding^ - , 

Present : Senator Jepso'h. * . i ic. 

Also present: William Finerfrock, legislative assistant to Senator 
.lopssen ; and Mary E. Eccles, prc/fessional staff member. " ' 

OrENINO STATEMENT OF SENATOlf^EPSEN, CHAIRMAN 

Senator Jrpsen. We now call this hearing to order. 
Iho topic oR.<Y*ay'a.hearing'is health cave costs and their effects on 
the economy. ^ / 

First of all, T would like to take this opportunity to thank all of 
the witnesses and the guests here this morning for taking the time to 
bo here-J kno.w that the testimony presented today will mako»all our 
(time well spent. _ 

^ SeveraMnonths ago, I was tralking with a group of lowans abbut 
health care costs and someone asked Hie question, "Who's to blame ifor 
|kyrockoting health cara costs One person in the group offered that 
It was tl^ doctors' fault, another suggested that perhaps the hospitals 
were to >ijame, still'another suggested that actually it was neither,-' 
out rather It was the insurance companies that wore driving up the 
cost of health care. I'm sure this is familiar and you've heard that tvpo 
of roundrobin discussion before. * . 

Well, aa wo discussed the matter further, wo came to tKe conclusion ' 
that. It was really unfair to blame just the doctors or the hospitals or 
the insurance companies ; that indeed, consumers, business, andgovcrn- 
mont had to share in the l^lame as well. I suppose the question,^ Who's 
to blame for skyrocketing health care costs ?^ can Ikst be answered by 
the cartoon character Pogo ^ho once stated, "We has met the enemy 
ana it IS us. ' ^ ^ 

Wlieneyer I get into a dis^ussion a^out health care costs, I aih re- 
mmded of a statement made hf a former classmate of mine who, upon 
Jeavmg an examination rgom was asked. "How were the questions on 
the exam? Did you have any troubled' without hesitating, mv friend 
replied, 1 he questions were easy. It was 'the answer^ that I had 



trouble with." 

' • (1) 



't^Q I (fftt moro and more involved in (ho honlth care debate, T find 
thr^f the vnsf majority of peoph^ are all askinjf ilie right quest ions ;'it'?N 
^the answers that ^e^ are havinjj; trouble with' right now. 

Now J won't suggest that in one Hearing or one series of hearings wo 
will he able, to conie up with the answers to the hi^alth cure cost prob- 
^lorti, but it is my hope that porhnps wo will bo pble to gain a bettex 
understanding of the problonis Iwing fn^efl by consumers, businesses*, 
providers, and insurers so that when wo talk about possible sohitions 
it will he based upon a conmion. understanding of the problem. 

As these charts indicate, fiealth care costslmve gone from approxi* 
matejy ^ percent, of our gross nationa[ product in 1950 to almost 11 
percent of our gross national product m 1982, Current estimates hro 
for (bis rise to^continuc throughout the remainder of this decade and 
on in to the next century. Now to put this into perspective, health'Caro 
costs, as a percotitage of our gross national product^ are rising faster 
than either the dofense budget or Social Security. 

But i:ising health cara costs are more thai| just statistics or percent- 
ages of the gro5iS national product. Those costs are coming out of the 
pockets of hard-working men and aa^uiou. Those costs are blMng borne 
• by elderly citizens who see health care eating more and more into their 
wtirement income. Those cOsts are being paid by consumers \n in- 
creased costs of goods and* services. ' ^ 

Tjost anyone get the Vrong idea, that money isn't being thrown down 
a lx)ttomless hole. We are cretting soniething for those dollars aild that 
something is the finest ouality health care in the world, Ovenitilization 
is not the onfv reason that health care costs have gone up, tf we wont 
to go back to paying the same .for health care that we paid in 1950/tben 
we must also expect that we will get the same quality of hea^lth care we 
got fn 11)50. ^ 

For nviny years, the American people have become accustomed to 
heari»ig debate at the national level on the various policies of the Fed- 
eral (lovernment — defense policy^ economic policy, tax polic>\ welfare 
policy, and most recently, industrial ^roli^'y. 

Of equaj^imnortance but cfidy recently focused upon^ is the^estion 
of health policy. » ' • ^ 

Eveiyone agrees that health care costs have been a major concern of 
consfTtners, providers, insurers, and government official?; for qliite fjome 
time. But other than examining health care costs as th'ey affect the 
medicare ahdvitiodicaid prograuis, little attention has beenV"^^^ 
health care fosts as they affect the rest of the country. 

As the chart indicates, health bare costs have been skyrdi^lceting for 
' quite some time. . • 

.When T* first discussed theMdea of ronductinir a series of Joint 
Economic Committee hearingf? on the problem of health cure chsts as 
they affect the economy, T was met with the question : ^'^Yhy should the 
Joint Economic Committee do this ?" 

As evervone knows,4Jie Joint Economic Committee does not havev 
a legislative mandate, but rather is charged with taking a broad look 
at Government policv nnd attempting to dt^tennine the economic 
impact of those policies. For this reason, T believe this committee is 
uniquely qualified to look at the^problems of health care costs because 
wo are not restrained by the boundaries of the medicare or medicai(| 



propfram.^. Nor are wo limitoti in the kiiKlfj ofiays we can look at fho 
effects of health care costs. Vl^S^ 

As the agenda indicates, today^s l^e<\rin|^^Pseek to present testi- 
mony from ti wide Variety of witnesses representing some very diver-* 
gent viewpoints. It wa.s my hope ii^ selectinff these witnesses t^ get 
as broad a spectrum of viowpqints as possible. Foy this reason, /ve have 
witnesses^reprosenting business, health providers, and consumers. 

I think that if I had to choose 'one won) to d^c^scrihe the -goal wo arc 
all strivinjf for, it would l>o affordability^ That toijnotes accessibility. 
Tito American i)eople have come to expect affordable hqulth care as' a 
right. Frankly, t don^t think this is an unreasonable expectation. 

As a <?aring and coinpagsionatf* society, we rmist l)^ wdlingio recj^ 
nizB that adequate and affordable health care is not a luxury but i atlfW- 
a necessity. As such. wo tnnst be prepared to t^ke thbso steps necessary 
to bring this goal about. \ ^ 

As we strive for affordability, J>ow<^ver, wo cannot overlook tho^ 
>jicod-to maintain (|uality. 

^ After all, if it is a relative of yours On the operating table, you want 
(o know that tl)e physicians and staff perfonnmg the surgea-y are well- 
trained and (]ualifiod to be doing the delicate job. 
That quality costs money. ^ / 
Someone has to pay for the training thht went into educating the 
doctors and nurses. 

Someone has to pay for tl>e research that went into developing the 
drugs being administered. / ^ ^ ^ 

. And. someone has to^pay for the high-tech equipment being used to 
diagnose and monftm<fhe pa(ient. , - . . 

1 In concluding mf ranarks, I \vould refer foThe other two charts 
.wo have there and dWw that used on thio basis of 100 in 1970 we find 
that whereas medical cftro has risen as illustrated by the green line, 
the Consumer Price Index has nsen along with it, but medical joaro 
is rising si ightl;^ higher than the Consumer Price Index or inflation. 
We find the cost of a hospital room has.rl^en nearly twico as much in 
the same period of time. Employer contributions for emplovee health 
insurance from 1050 to 1{)83— we started out with about $780 million 
in contributions and in 1083 it was $70.7 billion. 
Tnterestinirly enoujorh, the medicare-medi(^aid copts wore%proiected 

. to cost $7 billion by. 1000 and it A^i\sHround $77 billion in 1082. That's 
quite a ma|ked degree of tsimilanty. In any ^vent, it's a lot of mofiey. 
WeVe got some problomsy. . ' . >^ 

I Avould like to once agahi thank evorvoi>e for attending this hearing 
aitd T look forward, to hei^-ing the testimony of all of our witnesses. 
We are gouig'todmve this morning the format that will be divided 
into four panels., Each panelist has been asked to summarize his or 
her .statement with the understanding thai th« entire statement will , 
lippearjn the record as if rea^. After all the panelists have presented 
their Oral tivstimony, then there will be time available for exchange 
m ideas a.s well as questions. Nc^w we have copies of everyone that is 
testify mgnoday. I'd lik(< to roinind the panelists that wfeVe jtsking 
that you sunynarize the key point.s, and I'd also like fo mention and 
advise that this h(yring is being televi.sed bv the C-~SPAN cable net- 
work and as such we may have people watching who are not fainiliar 
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with some of the terms or the abbreviatidns that wo use around the 
Capitol here and that we kind of take for granted. For instance, many 
people floh't know what an HMO is or never heard of PPO> and if 
you int^id to use thoscv terms excessively I'd ask you to please explain 
these during the question and answer period jor as you refer to them. 

I'd like to welcome the firpt panel : the Honorable Joseph Calif ano; , 
former ScM^retar^j of Health. Education, and Welfare, Mr. Califano 
is presently serving on the board of directors of the Chrysler ;^orp. 
and will be testifying on their behalf. And Mr. Jack Shelton. manaiper, 
employee insurance department for the Ford Motor Co. Mr, Shelton 
will 1^ testifying on behalf of Ford, 

I thank yo\i — in the jargon of the lingo that thev use around the 
Capitol her^ — T thank you gentlemen for taking time out of vour 
busy schedule to' be here on this most b<5autiful day to share with us 
your expertise in this field. ^ ^ 

Yon may proceed, Mr. Calif ano. 

STATEMENT OF HON. JOSEPH A, CALITANO, JR., A DIRECTOR, 

J'^RYSLER CORP.; CftAIRMAN, ClfRYSLER BOAilD OF DIRECTORS 
MMITTEE ON HEAITH CARE; AND. FORMER SECRETARY OF 
BALTH, :^DtJCATlON, AND WELFARE 
r. Calitan^. Thank you, Mr. Chairman. T will read some excerpts 
1 my statement and t appreciate the entire statement being put in 
the record. 

I appreciate the opportunity to testify bn health care costs and 
their effects on the economy. 

The Chrysler Corp. Js deeply concerned about rocketinpj health care 
costs and believes that our. Nation must formulate a national health 
polii^y if we ate to brin^f these c<vsts under control. 

Tlio persistent, unbridled, inflationary rise in health care costs is 
an unfair burden for millions of our citizen-consumers, and for 
American business as it seeks to compete vith forieipn industry. We 
must reduce the cost of delivering high quality heafth care to our 
people. * ' ^ 

'Fruc reductions in costs will come only from fundamental chants 
p in the way we deliver ahd pay for healthcare. Those changes require 
concerted action by all the players-employers and unions^ the ad- 
ministration and the Congress, Federal, State, and local ierovcrnment, 
lawyers, insurance companies, and the doctors, hospitals, laboratories, 
drug companies^ and other suppliers. 

Unfortunately, the structure of the health caro industrv is such 
that caps on paymohts bv one purchaser pi'od\ice largely illusionajry 
savings. -The suppliers simply*^shift costs to other pwdiasers or to 
other parts of the system. 

Controlling health, care costs has become the great health care cost 
shell game. The Congress puts a cap on medicare payments ^ hos- 
pitals and the hospitals jugt pass the costs off to the States. The States 
put their own caps on medicaid hospital payments and the hospitals 
)ust move the pea to the private insurers and the Blues. The Congress 
establishes caps on medical procedures in hospitals and the doctors 
move the pea outside the hospital to their offices or clinics. 
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^ It's time, Mr. Chftirraan^ to,end|tKe shell game and establish a 
coinpi-ehensive national policy, to dcH with health care costs. 

The statistics * . . . _ 

peat what you Su. 

for the first ^ime , ,^ „^ 

ing more than $1 billion a day on health care. 
Those structural characteristics create a Franken^ein hoaUh 'care 




pa)rmcnt system, with gju'gantuan growth on, the supply side as we 
tram moi-e physicians, buihl niovo liospitnl bods and invent more ex- 
pensive medical technologies, and with little, if any, resistance on the 
demand side. 



The creation of thi€ health <^are cost monster. did not spring from 
the brain of some demented d<>otor. We all contributed miglitily to 
ithe effort. , . 

V American businessCg, experiencing hi^h growth in the pbst- World 
. War IT period, has little concern as th^y expanded lu^alth care bene- 
fits. Ajter all, health care seemed a lot loss expouslve to give employees 
than a higher per hour wage. 

Unions demanded more health care coverage for their members, 
especially since health premiums M^ei-e tax-free fringe benefits to work- 
ers. With each round of bargaining, managers who fought with other 
sjippliers over the price of each nail or screw and union leader!^ who 
negotiate for each half-cejit an hour kept addinc: health benefits to 
.,contrart«lB&^ realizing that they weje becgming hostage to costs 
beyond^Tlieir control— costs that^ovor the long run endangered ^lobs 
and hobbled profits: ^ 

The (3K)vernment also made its contribution. When the Medicare and 
Medicaid Programs were instituted in the 1960's, the Government 
was preoccupied with iraprovinfr access to health care for the elderly 
and the poor. So we paid the political price by simply superimposing 
those programs on the existinir cost-ba^ed, fee-for-service system. 

The doctors an^ hospitals initiallV resisted these government rjo- 
grains. But once the Congress leprislated the fee-for-service, cost and 
cost-plus reimbursement svstem into them, the doctors and hospital 
administrators cheerfully joined in the creation of th^ swollen health 
care cost monster. * ' 

Lawyers, judges, and juries fed this Frankenstein by malpractice 
litigation that e^stablished unpredictable and unrealistic standards of 
ne^rlicence and whopping judgments against doctors-and hospitals 
who failed to run one test or another. 

'It's not a m^w problem! Mr. Chairm^un. In 19fi8. President Lyndon 
John!3on sent Congress a message on "Health in America'' citing three 
maior deficiencie.s with the structure of the health care market: 

Health insurance plans— that — encourage doctors and patients to 
choose hospitalization ^en when other^ less costly forms ofiare would 
bee<mally eflfectivo; ^ 

The fee-for-service system of paying physicians with rio strong eco- 
nomic incentives to encour^g^ them to avoid providing care thftt is 
unnecessary ; § nd - 

Hospitals — that— charge on a cost basis which places no penalty 
on inefficient operations. 
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President Johnson asked for legislation to test now payment sys- 
tems. Congress refused to give hiirt that legislation that year and it 
has fail?kd to^act decisively since then, despite tb,e repeateil entreaties 
of every Pi^esident since Lyndon ,Iohnson, 

At Chrysler, as we fought for survival, we had to address the cost 
' of h^iilth care. I 

It has not been an <^asy task. In 1984, Chrvsler's health care costs 
will exceed $400 million, making the Rhies Chrysler's single largest 
supplier. That's more than $1.1 million each day. This year Chrys- 
ler's total health care bill— which includes Chrysler's medicare pay- 
roll tax and a poiHion of the health insurance premiums of its sup- 
pliers—will exceed $550 for each ear we sell. That's down somewhat 
fi^m $600 a car last yeai^ — not because inflation in health care costs 
Mi abated, but because we m'e selling more cal^, 

Ifhe cost of Chrysler's Health Care Program— which covei-s em-^ 
ployees, retirees and their dependents— grew from $295 per active em- ' 
ployee in 1064 to some $5,700 per active emploj^ee today. Chrysler^s 
overall health insurance nmnium jumped from $81 million in 1970 
to $fi64 million in 1983, This year Chrysler m^ust sell about 70,000 ve- 
hicles just to pay for its health care bills, 

If something isn't done to reduce projected increases, ChrysloWs 
health care co.sts could exceed $1 billion in 10 years, or $16,000 per 
active worker. 

tf we could hold Chrysler's 1984 projex^ted health caixi costs to a 
gmwth rate even 50 percent greater than the Con^?iwner Price Index, 
we could save $25 million this year. If Chrysler could reduce the rate 
of increase in its health care costs jtist 1 percent, ClirysleV could save 
more than $400 millioji over the next 10 years. ^ 

Excessive health care cost5 are eroding America's ability^ com- 
pete with foreign companies, a subject you asked us to addres:^, Mr. 
Chairman. Mits!ibishi Motor Corp., a Japanese car manufacttn-er in 
which Cht'ysler has an investment, spends only $815 a year for an 
employee's healtfKCare costs while each employee pays approximately 
$374. Unlike Chrysler^ Mitsubishi has no direct cost for retirees or 
their surviving spouses because of jjTapan's national health coverage, 
Chfy5?ler's comparable co.st per active employee is $5,700 — 400 percent 
higher than Mitsubishi's cost. 

That gap may well increase. The Japanese (jrovornment is moving 
. ^K^ossively to control health care utilisation by seeking a law to 
require A substantial copaymeTit for employees, l)egiTming at 10 per- 
cent and rising to 20 percent, 

W?mt does Chrysler get for its health care dollar? A health care 
industry that is expensive, wasteful, and inefficient. Let me .share with 
you a few examples of tfhat we are discovering as we analyze our own 
health care pljin in depth. ^ 

Among the Nation's medicare l[*ecipients, one of the top medical pro- 
cedures perfonned is cfttaract stirgery. The procedure takes abotit 20 
minutes and rarely requires a ;?(meral anesthetic. , r 

The pverage opthamologist charge for this procedure in the Detroit 
area is al>ont $2,000. If a doctor performed three of these procedtires 
a day, 4 navs a week, 42 weeks a year, he wo^dd earn more than $1 
million, for less than 200 hours of actual surgery, and have a 10-week 
vacation to boot, 



ERIC 



11 . 



OompRTO this witKthe typical charge of $1,500 for serious abdomifial 
surgery lasting 4 to fi hours. 

We asked some doctors to investigate eight Detroit area hospitals 
with extraordiuarilv high percentages of nonsurgical admissions for 
low back problems. This study showed that two-thirds of the hospital- 
izations— and 2,264 out of 2,677 of the total hospital days, approxi- 
mately 86 percent — were inappro))riatev 

With respect to throe of the hospitals audited, ndne of the admis- 
sions were found to be appropriate. • . 

Our physician, experts investigat<^.d the S^ix Detroit area hospitals 
/ with the highest number of niaternity admissioivs for our insured. In 
#nore than 80 percent of the 618 cases studied, one or nmre of the Im- 
-pital days were found to be unnecessary— a tptal of 6\ov 1,000 inappro- 
priate days, almost a quarter of the time spent in the hospital. 

We havij no reason to believe that Chrysler's experience is unique. 
Similar waste and inefficiency 'exists in almost every health Iwnefit 
program in thjs country. Chrysler's preliminary investigation sug- 
gests that as mncli^as 25 percent of its hospital costs' may l^e duetto 
w^ajtfe and inefficiency. For Chrysler, elimination of those costs would 
save almost $50 million in 1084. 

Other studies have also found substantial evif]bnce of inappropriate 
^or unnecessary hospitalization. We cite thorn in the testimony; If we 
reduced'the numlx^r of hospital days oxoected in 1984 by 25 percent, 
we would save more than $60 billioii— without adversely affecting the 
quality of care. 

Chrysler is not sitting stilh In less than 9 years; we have noted to 
save nearly $10 million annually. 

We'set up a screening program for foot surgery, which cut utiliza- 
tion 60 pifiTont and saves over $1 million a year. 

We began a program to promote generic drugff which saves $250,000 
ft year. * ^ 

We mandated second mecTical opinions l>efore certain elective sur- 
gt^ries. which saves $1 million a year. *^ , 

We'institgted programs to encourage outpatient surgery, which save 
$*2 nTjllion a year, 

\ We have started a new program in Michigan to screen hospital 
g;^missioTis and control lengtl\s of stay for Chrysler's tfonbargaining 
unit emnloyees. We project a'sa^ings of $2 million first year. If 
we could extend ^is program to Chrysler's United Auto Worker em- 
ployees, Avhich would require union agreement, we estimate we could 
save $0 million in the first year. 

W<^ mounted an intensive conununicatlon program, to educate b6th 
employees and health care providers about these new corporation* ini- 
tiatives and the cost of health carer 

; These st;eps are only the beginning. We are currently exploring sev- 
eral, preferred provider arrangements, includmg programs for out- 
patient psycluatric services, laboratory teats, and prescription drugs. 

In short, Cnrysler is trying to c\p everything it can to control liealth 
care costs by eliminating waste and inefficiency. But Chrysler and. 
Ameridan business cannot along controKhealth care costs. We need 
help to restructure the financial incentives in Americans health care 
industry to eliminate its inefficiencies, and, whei*e possible, to instill 
some marketplace discipline and competition. , 
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More than 60 percent of ^the cqpts of hospital care are paid by fed- 
eral, State, and lopal government.. Unless public expenditures and 
Federal and State cost cohtaijiunent measures are part of a national' 
liealth pblicV, it is inevitable that cost shifting will coutinue to dccur. 

Sleight '€>% hand triiks do not reduce healtlrcare costs^-Costs disap- 
pearing from the Federal health cai*e budget have a remark^ible ability 
to reappear elsewhere in ^he system. In the case of •many elderly 

Satients, for examjple, the incentive in the medi<;iare DRO cap for earty 
ischarge of hospital patients translates into early admission to nui-s- , 
ing homes. The Federal Government plays this shell game because 
nnedicaid pavs for most nursing home care^ and the States pay half the 
medicaiid Dill— while the Federal QWvemment gets no Stat^ help in 
paving tHc medicare bill, * . ^ ' • ^ 

Anothei: variant ot the health care costs shell game is the ti^cnd' to 
ambulatory surgery thatJKas caused an explosion of new investment in 
equipment and physical plant fort>utpatient surgery centers^ witlH>ut . 
any conco.mitani reduction in hospital beds. As a result, hospitals con- 
tinue to nave the same high fixed coSts, which must now be sprcyad . ^ 
ovei^fewer patients. ^ 
^ Hither than reducing the cost olhealth care biT eliminating the irieffl- 
ciencieb and waste , in t4ie system, the Federal Government anji the^ 
States have thus far found it easier to refuse to pay their shfti'cihgrabr' 
bing credit for reducing budget deficits, when they are only hidm^ the 
actual health care costs under another shell Rather than 4|tta(ik;^the ^ 
structural defects in the health care financing system, the Corigri^ 
and the administration have opted to injipose a hidden tax on Amen-' ^ 
can business and American citizens. The Federal Government's sayings 
are the increased costs' for business and individuals. ' 

Just an example or two of what recent Federaf pk>liotiNbans to 
Chrysler; . ^ 

In order to stave oflTbankruptcy in 1979, Chrysler had HHink its 
active work forcej^Chrysler jnow pays for health care f^^HKrly as 
rnamy retirees aniPaependents as Active employees and thei^depend- 
ents. Moreover, the retirees are a^ng, ayi^raging almost 69 years and 
getting ftlder. We have more than 14,000 retirees age 75 or older; 0,000 
are^80 or olden » . • ^ ' 

For its retirees, Chrysler pays for many health care service not paid 
by medicare. Therefore, as medicare seeksto ease its own fihl|ncial criais^ 
by shifting costs to the individual, if that beneficiary is a Clhrysler 
retiree, we pick up the cosH r 

In 1965, a medicare beneficiary had to pay the firsit $4&Qf a hospital > 
stay; today thrft copavment is $856. Similarly, the daily copayment 
for long-term hospital stays has risen from $10 to $89 per day— for 
the 60th to the 96th day of an admission. Chrysler ftbeorte l<)(kperoent 
of these increases. The latest increase in the liospital deductible alone 
of medicare will cost Chrysler approx^mat^fy $1 million a year. Our 
citixens haven't, saved anything. O 



Our Govetnment has i^nply hidden 
tnepea unaer another shell. f 

Here is one classic example of how the i^reat health };are cost tlhel! 
game affects Chrysler : The Tkx Equity and Fiscal Responsibility Act 
of 1982 [TEFBA] requires the employer'si, group liealth insurance to 
provide the primary coverage for jpmployee^ and their spouses over ace 
05. That provision does not save our peo£^le a single dollar, tt simply 
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shifts the ma from mMiioare to the private sector. The coat to Chrysler 
W $1.4 iniUion in4«(88 and will increase annually. The cost to all U.S. 
businesses is over $X.e billion. 

, • Some of tlie propoj^ls for rescuing medicare are outrageous exam- 

Sles of dhe healtli care U>8t shell game. For example, the piH>posal by the 
.dvisory Council on'Sofiial Security to delay medicare eligibility from 
•go <J6 to age 67 woidd isost Chrysler approximtitely $100 n^illion over 
the^nexfe 5 years! Over ^he next 10 years, tlie delay would co«t American 
businees and citiwms some $75 billipn. It would shift; tlie cost p6rsoimlly 
to citizens not fortunate enough to have such coverage like Ohryslor.'a 
Artd it would not eliminiite a single dollar of ^aste or inefficiency in 
the health care- system. 

' This Nation cannot afford further delay in establishing a national 
policy to address the health care Cost crisis. The graying of America 
IS forciJig the^ issue, with an evBr-growing population demanding more 
expensive high teohnol^y hospital car©. 

The effect of the aging of our population on health care costs is 
sobering. The Congressional Budget Office now projects that Medi- 
. care s Hospital Insurance Trust Fund will go bust by tlie eaWy lt)90's. 
' . Yet. the Hospital Fund crisis is only the tip of the iceberg. Many 
thojughtful Americans are deeply concerned about the frightening 
levels of unfunded ponsiqn liability in our country. The crilsis in the 
Social Security system is the forerunner of far nipre serious financial 
crises as we face up to unfunded Government and private sector pen- 
sion liabilities that many fear approach $1 trillion. 

But few Americans have even begun to think about the unfunded 
health care^ liabilities of our Nation. Ai oijr health care costs increase 
and our population ajgps, the present, unfmided postemployment 
health care cost liability of the Fortune 500 American companies 
alone— with about 16 million active employees— approaches $2 tril- 
lion. The total assets of those companies was only $1.8 trillion in 1982. 

That unfunded iiability number alone should make us all realize 
that in .health care costs we face the greatest financial Aid social crisis 
m this Nation')^ history. 

Congress must be|fin to address the costs across the ^health care 
system, and we welcome these hearings in that direction, Mr. Chair- 
man. 

As a Wst step, we reco^nmend that the Congress this year enact 
legislation to establish a NationaKCommission on Health Care Re- 
form, similar io^the National Commission on Social Security Reform. 
The Commission's charge shouW be to develop a national health 
policy, and its membership should include representatives of all in- 
* terested parties— Federal, State, andjoc^l^rovernments, business and 
laboij^nior citkensMind junior citizens, Jawyers, physicians, hos- 
pitals, and health insurers. The Commissioir^an provide a forum to 
develop a comQrehensive strategy to reduce costs without reducing 
caw. The Commission should required to m|tke it^ report to the 
administration, the Congress, and the American people within 1 year, 
'so that the next Congress can act. 

_ "^e must create an efficient health care delivery system, "^e can't 
keep going the way we are. We^imply don't have the money. , 

That stark fact prestiges a terrifying triage for. the American 
people, and a debate over euthanasia more searing than our debate 
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over, abortion/liv "The Painful Pi*pscriptiou," a bopk just published 
'by Henry Aaron and William Scliwartz at Brookings^ the authors 
argue persuasively that, l^ce Great Britain, we will soon ration health 
oare in our country, * ^ 

^ We always have had rationing, of course, related to individual 
economic wealth. But, with incdioai-e, the Government becomes the ^ 
rationer of health care for those who use and need the acute care sys^ 
tem mostAthe elderly and the disabled. This role is reinforceAb\\ the 
fact that the Federal Government funds 90 percent of all the basic 
biomedical research in America, and, together with State and local 
governments, j)ays most hog^pital bills; ' 

Bluntly put, Uncle^Sani will soon be playing King Solomou with 
your father and mothei' ana mine, ai)d with you and me.^ 

We face a frightening specter^ in our Nation as mediofil technology 
and spiralin'fl^coBts combine to bluivthe lines in hospital roon^s aitiong 
natural death,<euthanasia, suicide, and murder. 

Without the most energetic pursuit of efficiencies, we will soon face 

world in which there is nt> Icidney dialysis for people over 55» no 
hijp o^ratioi)8— or artiMcial hips — ^for those over ^6, a world in which 
eligibility for expensive anticancer therapy will be based on statistical 
assessments of success, ^nd key organ transplants will be severely 
limited to special cases of virtually certain. recovery — all as definea 
in pages and pages of Government regulations. 

what kind of a vision for the future is that? Jt's not a very pleasant 
one. But in Great Britain that future is now, That/e just what tliey 
do today. 

We in America are fortunate because we still have time to avoid 
thdt fate. We^n learn from Britain's experience. We have a far more 
productive society. We can well afford to provide quality medical care 
to all. But Ve must have a coherent natio;nal health policy which will 
eliminate inefficiencies and reduce the cost of health Cf^re for our society 4 
asa^hole. . 

These issues, which go to the very sanctity of human life, are what 
make these hearings so important and your responsibilities as l^is- 
lators 80 special. 

[The prepared statement of Mr. Califano follows r] 
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Pukpaaed STATEUKr^i or Hon. Josftj^n A. CxLrKANO, Jr, 
Hr. ChaiAtan and Membera th# Committe*: 

I ^appreciate the opportunity to testify on Health 
care Costs and t^•ir effects on the economy. 

The Chrysler Corporation is deeply concerned about 
rocketing health care cos^ts and believes that our Nation 
must formulate a national health policy if we are to bring 
these costs under control, / 

^ The f>er8i^tent, un1t)ridledf inf l-ati6nary rise, in 
health care costs Is an unfair burden for millions of our 
citizen-consinnersr and for American business as it seeks to 
compete with foreign industry. We must reduce the cost; of^ 
delivering high quality health care to our. people. 

True reductions in costs will come only from fun- 

damental changes in the way w^ deliver and pay for health 

care. Those changes require concerted action by all t^rf 

players _ employers and unions^ the Administration and the 

Congress, federalr state and local gc^vernmentr lawyersr and 

the doctors, ^capitals, labor atdries, dfug companies apd 

i ^ 
other suppliers'. ^ 

y ♦ - ' . ^ 

^ Unfortunatrelyri the structure of the health care 

Industry is su6h that caps on payments by one purchaser 

produce largely illusionary savings. The supplier/i simply 

shift, costs to other purchaseirs or to other parts of the 

system. 

Controlling health care costs has become the Great 
Health Care Cost Shell Game. The Congress puts a ^cap on 
Medicare ^yments to hospitals and the hospitals just pass 
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^ th« costs to th«* stAt^a.^ The statss put their own c«pb 
on Medicaid hospital payments and 'the hospitals j6«!t move 
the pea to the private insurers and the Blues. The Congrecs 
establishes caps on medical procedures in hospitals and th© 
dootoifll move the pea outsiBe the hospital to their offices 
or olinlof.*^ \ , 

It's time to end the shell game and eeta^lish a 

.comprehensive n^ttional policy to deal with health care 

;coat^. 

The statisti^cs 'regarding healt^ care cost? are 



shocking^ 



Tbia ypnthf fox the titst time in 
our hl,story/ JUner ieim are si 



Qur history/ Ameri cans are spending 
more than »1 b^Xlion a day pn health 



- o Health care costs roses* from I41»7 
billion In 1965 1355 bidlion in 
1983 — an increase of 770 percent. 

o Hospital costs jumped from 113.9 
billion. In 1965 to 1150 billion in 
1983 — an increase of 979 percent.* 

o ""PhyslclanB fees Increased from $8.5 
, Jt)llllon In 1965 to $68.1 Jbillion — 

an indrease of 7eU percent. * 

o Over that period, £he tonsumer Price 
• Index rose — but- 6nly by 242 per- 

cent. ^ V 

And health care is still the most inflationary 

t 

^sector ^of the economy. In 1983, the cost of taediX!al care' 
rose at. a ten percent r&te, more than triple the 3.2 percent 
inc'rease in the overall consumer price index. nie dally 
cost of a hospital room rhse 12*2 percent, to an average Of 
almost $400 (Jer day» Ttie 1983 bili of $355 billion was a 
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l«vy o/ »l»o«t M:,500 6n tvery mifnr woman and child In 
America. Lapt !ij4ar, aocne 15 centa of every federal tax 
^ doi;iar went to the health care industry. 

Thia yearr health oare contiruifs ita inflationary 
assault on the American economy. 

There ia no longer much disagreement about the 
•tructural causes of inflation In the health care industry.' 
Everyone working in the system is acting in responne to th« 
^ economic incentives they face. * ' 

'First, hospitals have generally been reimbursed on 
a .cost, or in the case of for--profit hospitals, a cost-plus 
basis* Doctors are paid on a fee f ot^ervice basis. Thus, 
the more hospitals hive spent, the more money they have 
received; the more services doctors perform, the more money 
they make; * -w. ^ * . ^ 

Tb# new Medicare prospectj^ve payment system — 
setting payments for 467 healt>i diagnoses f rom\ppendecto- 
mi,es tp gall bladder operatieni- — is a step iil\the rigbt 
direction. But ev#n with this Diagnostic Related ^roup 
(DRG) system, Medicare continues to fund capital expendi- 
-tures and pitysician trailing on a co»t basis. And the DRG 
* system Is part of the Great Health Care Cost Shell Game: It 
lets the hospitals shift the pea to the states and private 
^ insurers, and it lets the dofctors shift «he pea out of tfte 
hospital and intp- their offices where there are no cost 
oontainment cap0. 
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Sccoyid — and of critical Impor kaftce as we think 
of the potintiajt for a competitive tcintny in health care 
the prevailing third painty ) peyment eyetem eliminates i^ny 
relationship between the ^/bilyTeirf and |the ieMer. When an 
Aperiban buys an automobiier he or fh^,j^]jlcks a dealer*, nego- 
tiates about model, pricf, tefma of pajyUAnC* optional equip- 



ment, <k>lorr trim. Then the bu^er piijj^/the car he or ahe 
wanta, and pays for it. y.A 

M > .■!?!■ 

^ • But no'^one enters a )io8pitaX antf aays, **1 would 

like an ajpp^ndectomy today^-.or "I McAtlif-^^e a ' hyaterectomy 

* V. • " ^ r ' 

tomorrow-* Wh^re hoapi ti^l itation i> 'involved, the^ patient 
doesn't even pick the surgeon or ^j^t^^alist; the family 
physician does/ That specialist pl:'t8aVrbe« the jnedical 
procedures and plckp the hospital at. which they will be 
performed. Knowing he ie not likely" to be alied for conduct- 
ing an extra test, the doctor has every incentive to r.un 
lots of tests. And too does the hospital, sinc^ its charges 

fdr tests help pay fqr the expensive equipment used to con- 

• . • » 

duct them. 

The doctof ordering up t||ie:^ii#^i'cal procedures and 
tei^s doesn't pay th)e bill*. And t^ i>litient h^s no s#ns# of 
paying it. Hore than nihety-*four ^r^ent of hospital bir;Ls 
ar# paid' by the government programsi' ^ik«^' Medicare and Medio- 
afd, private insurera^nd the Bluef«'|^^ 

Ittese structural charact#;^latjLcs' creatf # FrtfnRin-: 
stein health care payment aystentrj With gargantuan growth x>n 
th« supply aid* as v« train nora^hyaioianar ^uild nor* 
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^ hospital b%6m ind lnv«pt mor« eitpsnslvc ipsdiciil tich»i9l^ 
oal#«, , and witb little, if any, rasi^tanca on the demand, 
'aide. ^ > ^ - 

The oraatloiV of thla haalth cai^e^jcogt monater did 
not aprlng from the brain of acme damentfed doctor, all 
coatributed mightily to the effort.' ^ 

' American buainesses, experiencing^ high 'growtK if^^ 
'the post-World War IL period^ had little concern as thf^y 
expanded health care- benefits. ,;^fter /ail, health *c«re 
seemed a lot less ex|Senaive to give employees than a higher 
par hour w^ge-. 

Onions demanda^m9re health care coverage for 
their members, especially since healt!) premiums wete tax- 
free fringe benefits to workers- With each round of bar- 
gaining, managers who fought with otheV suppliers over thci 
price of each nail or acrew, and union leaders who negoti- 
ated for each "half-cent an hour, kept adding health benefits 
to contracts without realizing that they were^ecpming hos- 
tage to costs beyond their control — costs that over the 
long run endangered jobs and hobbled profits. 

The governmept alto made its contribution. When 
the Medicare and Medicaid programs were instituted in the 
1960*Sr the government was preoccupied with improving access 
to health care for the tlderly and the poor. So we paid ih^ 
political price by simply siiperiiqposlng thpse ^programs cHi 
the existing co8t-base<)r fae-for-service system. 
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Th# dbctori and hospltala Inlti^ly raslsttd th«»e 
govarran^nt progr»i. But onct tht» Congress l^glftllted thm 
fM-for-s«rvlo«, co«t and cpat-plus relmburaemant eyatain 
Into th%Wit tha doctors and hospital admlnlatratora ch^r- 
fully jolnad In tha creation of thia avo^lan health care 
coat taonater. v 

Lawyers, > judges and jAirie* fed this Frankenstein 
by nalt>ractice litigatiop that established unpredictable and 
unrealistic atandarde of negligence and whopping judgments^ 

against doctors and hospitals who failed to, run one test or 

% ' ■ / 

another. - 

t * • 

It didn^t take long to recognize the gangers. In 

1968 r ^ President I^ndon Johnson sent Congress a message on 

'*'»ealth In America** citing three najor deficiencies with the 

structure of the health ca*^^fftarkett ^ ^ 

o ?*Heaith insurance plans [that] en- 
courage do/3tor8 and . patients to 
choose hospitalisation even when 
otherf less costly forns of care 
would be equal^ effective;" 

CK The fee-far-servi^e system of paying 
phyaicians .''with no strong economic 
incentives to encourage then tp avoid 
providing care that is unnecessary; ** 
and 

o "Hospitals (that] charge on a^ cost 
basis which places no penalty on 
inefficient opecations. 

President Johnson asked foi^ leg^^||ation to test 

new payment systems. ^Congress refused to act tliat year* 

And it has failed to act decisively since t^em, despite the 

repeated ent^reatiea of every President since Ijyndon Johnson. 
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th% Chcvl»r Story ^ ' 

. , For th»/i»«t two y«arg, l have b*^ ••rving a« 
head oc a •paclal Coiwnlttae on H»alth Carev^olf the Chrysler 
Boird of Olractora cr«atad by Chairman Lee lacocpa. This Ib 
th« only oowanittee of lt« kind in American buGiness, its 
Menbera, in addition to (Ir. lacocca and myself, are Douglas 
Prafcer, former head of the United Auto Workers; Jerome 
-Holland, former Chairm*n of the Ampric^n Red Ccoss, and 
Williain Hi^liken, former Governor of H^ch^gan. 

At Chrysler, as ve fought for survival, we had to 
address the cpst of health care. 

^ It has not been an easy task. In 1984" Chrysler's 
health care costs will exceed $400 million, making the Blues 
Chrysler's single largest supplier. That's mor* than $1.1 
million each day. This year Chryaler's total health care 
bill (which inci.ud*8 Chrysler's Medicare payroll tax and a 
portion of the health Insurance premiums of its suppliers) 
will exceed 1550 for each car we sell, that's down , somewhat 
from 1600 a car last year ~ not because inflation in health 
care costs has abated, but because we are selling more cars. 

The cost of Chryaler's health care program (which 
coveES employees, retirees and their dependents) g'rew frolh 
1295 per active employee in 1964 to some. 15, 700 per active 
employee today. Chrysler's overall health insurance premium 
junpad from »81 million in 197fl to 1364 million in 1983. 
This' y*ar ^trysler must sell about 70,000 vehicles jusi to 
pay for its htalth car* bills:- 



22 



^ ) 



If ■oin«thlng l«n» t done to * reduce projected 
Increases, Chrysler* • health care costs coul^ exceed 
tl billion In 10 years, or $H,000 per active worker. 

If we could hold Chrysler* s 1984 projected healtl) 
care costs tp a growth rate even 50% greater than the Con-- 
suner p'rl|^ce Index, we could 8ave^$25 million this year, I,f 
Chrysler cguld reduce the rate of increase in its health 
care costs just one percent, Chrysler could save more than 
>400 millipn over the ^next ten years. 

Excessive health care* costs are eroding Americans 
ability to compete with foreign companies. Mitsubishi Motor 
Corporation, a Japanese car manufacturer in which Chrysler 
has an investment, spends only 1615 a year for an employee's 
health care cost^ while each employee pays approximately 
$374. Unlike Chrysler, Mitsubishi has no direct cost for 
retirees or/ their surviving spouses because of. Japan's 
national health coverage. Chrysler's Compar^le cost per 
active employee Is 15^700 — foOrr" hundred ^rcent higher. 

That^Qiip may well increase* Th'^ Japanese govern- 
ment Is moving aggressively to con|^^V^tieal th care util iza^ 
tlon by seeking a law to require a substantial co-payment 
for employees, beginning at 10 percent and rising to 20 
percent* 

What d6es Chrysler get for its health 6^re dollar? 
h health care industry that is expensive, wasteful and 
Inefficient. Let 'we share with you a few examples of what 



23 



... ,J 




<fe aX^ dlscover^^ annlyse our own hetilth care plan 



depth, 



Among the Nation' • MS©icare recipl- 
•>^«r • vtry common medical procedure 
ir cat! 



V 



i 



tfc^act aur ge ry * The pr ocedur e 
^ thkeB ftfOLUt 20 minutes/ and rarely 
requires it general anesthetic, 

Itie averA^9«r opthamol&gist ^.charge fo^ 
this pr6cedure in the Detroit area is 
•bout 12,000. ^/ 



If 'a 'doctor performed thl^ee of these 

SrooedureQ a day*, four "ati^e a weelr. 
2 weeks a year, he would earn m^re 
than II million, for less than/200 
hours of actual surgery^ and^ h^e a 
10 week vacation to boo^ 

Compare this with the typical cLirge 
of 11,500 fot serious abdominal 
gery lasting four to five hours. 
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^ He asked some doctors to inve'stigate 
eight Detroit area ' hospitals with 
\ extraordinarily piqh percentages of 
non-surgical ac^prissions for low back 
problems. 

This study showed that two-thirds of 
the hospitalilxations — and 2,264 out 
• of 2,677 of the total hospital days 
" approximately 85 percent — were 
inappropriate. 

Kith respect to three of thf hoQpi - 
tals audited, none of the admissiorx^s 
were found to be appropriate. 

In more than 60 percent of the cases, 
patients were subjected to electro- 
myograms — ^ en invasive and expensive 
' procedure that is necessary only if 
eurgery has already been clinically 
indicated. Ml the test results were 
normal* 

Had the inappropriafte admissions not 
occurredlrChrysler would have saved 
approximately »1 million. 
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, o Our ^physician *xptrt«^inv«Atigated 
t»^«ix Detroit area hoapitals with 
tha highftBt number of maternity 
acSmiationa for our insured. In more 
than* percent of the 618 cases 
atudiad, one or more of the hospital 
days w^tre^Jcound to be unnecessary — 
a total of over 1,000 inappropriate 
daV&r almost a quarter . of the time 
•pfnt in the hospital. 

If the inappropriate days were elimi- 
nated in only^ those ^ ho^spitals , 
Chrysler .would have saved 51 million. 

We have no reason to believe Chrysler's 

experience is unique. Similar waste and inefficiency exists 

in almost every health benefit program in this country. 

Chrysler's preliminary investigation suggests that as much 

as ^rS'Tmrcent of its hosf>ital costs may be due to waste an^ 

inefficiency. ^or Chryslerr el imination of ^ those costs 

would save almost 150 million in 1984, 

Other studies have Also found substantial evidence 

of inappropriate or .unnecessary hospitalization. "rtie 

Department of Health *nd Human Services sponsored a study of 

the appropriateness of hospitalization of Medicare patients 

in 1980. Ttie study aample included 25 hospitalSr urban and 

from different regiona of the country. It found that 

ercent of the hospital admisiions were either unnec- 

ry or premature. Most importantly, the study concluded 

at 27 percent of hospital days were medically inappropri-- 

ate. If we reduced the number of hospital days expected in 

1984 by 25 percent, we would aaye more than 160 bllllofT — 

without adversely affecting the quality of car^. 
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Chryslei: im not ■^tting still. In less than two 

*y*arB, w« hav# aot«d to .save nearly 110 million annually x 

• , o Wa aat up a acraaning program for 

foot aurgat^, which cut util Ixation 
60 parcant and aavaa over II i|^llion 
^ a year. ^ - 

^ o Wa bagan a program to promote ga^neric 

drugs which aavaa 1250,000 a ya^r. ^ 
. • a . 

o Wa mandated second 4iedical opinions * 
before certain elective surgeries^ 
^ Which saves II million a year. 

o We inatituted programs to ancoocage ^ 
outpatTiant surgery^ which save -12 
million -9^ y^ar. ^ 

We h^ye started Sk- new program in 
' tgan^ to fcreen hospital admie- 
I' and control lengths oi^ at^ for 
<hrysler*d non-bargaining unit — , 
^employees. We project A savings of 
12 million iiy it* fitst; year. If we' 
could extend this bi^oQtam to Chrya- 
i 1 e r ' s Uni ted Auto No r ke^r ampl oyee a , 
^ich would require union agraajnentr 
estimate we could save 19 million 
in^^ti^e tirat year. 

o We i:>ffXr financial incentives to 

endouragaLour employees to enroll, in ^ 
Healthv Haihtenance Organizations. 

o Just ' recently we offered our employ- 
ees in Indiana and Michigan the 
opportunity to participate in Dental 
Health Maintenance Organiaationj;. 
llfOOO employees and retirees joined 
and this will aave us 12 miUion a 
year. 

o We initiated a pilot incentive pro- 
gram, called "One Check Leads to 
Another , " to encourage employ*as and 
retirees to review their medical 
bills for accuracy. Where they find 
overcharges, we share the^ refund with 
them. We hope tbia' pri>gram will also 
lead to a greater awareness on the 
part of our amployeea of the costs of 
their haalth care services. 
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o W# mounted, an Intpnilve communication 

Erogran to •ducata both employees gnd 
aalth care provldars about these new 
corporation initiatives and the cost 
*^ ofTiealth care. • 

These steps are only the <si>eglnnlng. We are 

currently exploring several preferred provider arrangements. 

Including programs for outpatient psychiatric ^ervicesr 

laboratory tests, ttnd prescription drugs. 

' In short, Chrysler Is trying to do evetything it 

can to control health care costs by eliminating waste and 

inefficiency. -But Chrysler and American business cannot 

ntrol health care costs i^on%« We 'need h'^1^ to restruc- 

turf^ the financial incentives in America's health care 

^industry to eliminate its inefficiencies, and, where po^s-i 

ible, to Instill s6tne marloetplace discipline. 

More than 60 percent, .of the costs 'of hospital care 

are paid by federal, state and local government. Unless 

{Public expenditures and federal'and state cost containment 



measure^ are part of a national health policy, it is 
inevitable that cost tshlf ting will occur. 

Sleight of hand tricks do not reduce health care 
costs. Costs disappearing from th^ fed\firal jnealth care 
budget have a remarkable ability to reappear elsewhere in 
the system. In the< case of many elderly patients, for 
example, the %icentlve. in th<t Medicare DRG oa^ foi: early 
discharge of 4)0spltal patients translates into aarly admls- 
•ion to nursing homes. The federal government plttys thi^s 
^ shell game because Medicaid pays for most^nurslng home care. 
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and the states p^y half the Medicaid bill Ivhile the federal 
government gets no state^ help in payt^g t^e Medicare bill). 
^ Another vari>ant of the health care cost shell game 

is the trend to ambulatory surgery that has caused an explo- . 
sion of new investment in equipinenf^ an^l physical plant for 

s 

outpatient surgery centers, without any concomitant reduc- 
tion in hospital beds. As a result, hospitals continue to 
have . the same high fixed costs, which must now be spread / 
over fewer patients. 

Rather than reducing the i^cost of health c^re by 
eliminating the inefficiencies ^nd waste in the system,^ the 
federal goverpment and the stiiites have thus far found it 
N easier to refuse to pay their share, grabbing credit for 
reducing budget deficits, wljen they are only hiding the 

actual health care costs under another ^hell. Rather than • 

* - ^ : ' ' 

attack the structural defects dn the health care financing 

V 

. system, the Congress and the Administration have opt?ed to 
impose a hidden tax on American business and American citi- 
tens* TH^ federal governm,^nt ' s "savings" are the increased 
costs for business and individuals. — 
^ Let me tell*' yoy what recertt federal policy means 

to Chrysler. 

In or^Jer to staVe off bankcupt^y in 1979, Chrysler 
had to shrink its active workforce. Chrysler m>w> pays for 
he«lth care for nearl]^ as many retirees and depen<^nts as 
^ active employees and t^eir dependents. Horeoever, the 
retirees are aging* averaging almost 69 years and getting 
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old«r, Wt havt mort than 14,000 retlrtes age 75 or older; 

6rOpO art 80 or older. 
) 

For Iti retlreeg, Chrysler p«yB fpr many health 
care eervlcee not paid by Medicare. Therefore, as Hedi^care 
seeks to ease its own financial crisis by shifting costs to 
the lndlvidual,^lf that beneficiary is a Chrysler retiree, 
ve pick up the ^st, 

^ In 1965, a ^Medicare beneficiary had to pay the 

first f40 of a hospital stay, today that copayment is $356, 
Similarly, the daily copaymeht for long term hospital stays 
has risen from ^10 to 189 per day (for the sixtieth to the 
ninetieth day of an at^nission) , Chrysler absorbs 100 per 
cent of these increases. The latest increase in the hospi- 
tal decjuctlble alone will cost Chrysler appi^oxiwately 
%\ million a year. Our cijtizens haven't saved anything. 
Our government hais simply hidden the pea under another 
8h«ll. 

Here are some more examples of hoi^ the Grea€^ 
Health Care Cost jShell Game affects Chrysler: 

o Hospitals In Michigan will shift 12 
million In bad debts to Chrysler 
bills in 1964. Medicate and Medicaid 
* do not pernfit hospitals^ to shift bad 
debts to them. ■ -\ 



o The Michigan l$tate Insurance Conunis- 
sioner has charged private payers^to 
help subsidise the costs of InsurAce 
to »upf>lement Medicare cover age^of 
senior ci tlx ens* 

o The Tax fiauity and Fiscal Respon- 
sibility Act Of 1962 <TEreA) requires 
the employer's group beslth insurance 
to provide tht primary covtra^e for' 
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MployeM and thair apouaaa ovar age 
»ixty-£iye^ That {provision does not 
I save our people a ainglft dollar « It 

I simply shifts the pea from Medicare 



■xmpay snirns t;ne pea rrpro nedicare i 

to the private sector* The cost to ^) 

'"hrysler is ^1^4 million in 1983 and -""^ 
ill Increase annuayiy. The cost to 



Chrysler is $1^4 million in 1983 and 

,ltll U.S. ^businesses is over $1.5 
kjillion> 



r 

Some of the proposals 'for rescuing Nedicare are 



outrageous examples of the Heal Ml Care Cost Shell Came. For 
example* the proposal by th^ AdvVsory Council on Social 
^ Security to delay Hedicare eligibility from age 65 to age 67 K 
would cost Chryslfr approximately^ $100 million over next 
five years. Over the ne^t ten years, the delay would cost 
American business and .citizens some $75 billion. It would 
shifts the post personally to citizens not fortunate enough 
to have such coverage': And it would /not eliminate a single 
dollar of waste or inefficiency in the health care system. 

This Nation cannot afford farther delay in estab- 
lishing a national pO^licy to addresf the health care cost 
crisis. The graying of America is forcing the dssue^ with 

» r 

t 

an ever-groying population demanding more expensive high 
^ technology |)ospital care. 

In 1940, roughly seven percent our our population 
was 65 or older.' Today that proportion is about 12 percent. 
When th^ baby boom ripens into the senior boom in the first 
quarter ot ^% next century^ some 20 percent ^f our popula- 
tion — abput 6 0 million Americai^s — will be 65 or older. 

Ai^ the compositi1>n of our ,older citixens is 
changing. In 1^940/ less than 30 percent of our senior 
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oltlitns ¥9f 75 or oldtr. By the end of this century, 
almost 50 percent of those ov#r 65 will be 75 or oJLdor,. 

It's not just that life expectancy is now 72 for a 
Bisn and 78 for a woman, Par more important is that those 
who, live to 6 5 now have a life expectancy of 82, 

The effect of the aging of our population on 
health care costs is sobering. The Congressional ^udgot 
Office now projects tfie^t Medicare's Hospital Insurance' Trust 
Fund will go bust by the early 19908^ 

^ Yet, the Hospital Fund crisis is only the tip of 
the iceberg. Many , thoughtful Xmeridans \fe deeply concerned 
about the frightening levels of unfunded pension liability 
ill our country. The crisis in the Social Security system is 
the foreri^nner of far more serious financial crises as we 
face up to unfunded government and private sector pension 
liabilities that mai^y fear approach $1 trillion. 

But few Americans have even begun to think about 
the unfunded health car«r liabilities Ct our nation* As ou^ 
health oare (Irosts increase and our population ages, the 
Ipreslbnt, unfunded po st- employ iinent health care cost liability 
of the Fortune 500 American companies alone with about 15 
million employees — approaches $2 trillion. The total 
assists of those companies was only II .3 trillion in 1982. 

That unfunded liability number alone should make 

V 

us all realize that in health 'care costSf we face the great- 

• -I * ^ 

tst flntnci^al and social crisis in this 6ation*8 history. 
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Congr»tii must begin to address the conts acroBS 
the heelfh care eyetem — not juBt-the ie^ue of federal 
expenditures, ^ut the fundamental ieeue of hov^ vo can 
/#etnlcture the eyetero to eliminete waste and inefficiency , 
vend contain future growth while t-fbntinuing to provide high 
quality care for our citizens. 

As a first ii^^Pf ve ^ecomtnend that the Congress 
- this year enact leg^latlon to establish a National Commis- 
sion on Health CadirReform^ similar to the National Commio- 
ilon on Social Security Reform, The Commie^lon'a charge 
*^ should be to" develop a national health policy, and its mem-- 
* bership should include representatives of all interested 
parties — federal^' stftte and local governments, business, 
and labor, senUor citizens and junior citizens, lawyers, 
physicians, hospitals and health insttrtrs. The Commission 
can provide a forum to develop a comprehensive strategy to 
reduce costs without reducing care* The Commission should 
be flcequired to make its report to the' Administration, the 
Congress and the American people within one year, $o that 
thm next Congress can act. 

We must create ar^ efficient health care delivery 
system* We can't keep going the w ay w e^ ^re. We simply 
don't have the money. 

That starft fact presages a ter ri||^ing triage for 
th« iM^^erican people, and a debiite oyer euthanasian more 
searing than our .debate over abortion. in ''The Painful 
Prescription", a book just published by Henry Aajron and 
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Hllllam Scbwartx at Brdoking«r * th« authori argu« persua- 
■ Ivaly that, lik« Gr«at Bci'tain^* will eoon ration health 
omr% in oqr country. * » 

W« alvayi havji ' had rationingr of ooursttr related 
to individual ♦conomic wealth. But, with Medicare, the 
government becomes the rationer of health care for thone who 
4)0e and need the ^cute car4 ayatem most. This rol^ is rein- 
forced by the fact' that the Federal government funda 9Q 
percent of all the basic biomedical research in Ameriba, 
and, to^i^ether with atate and" local governments, pay a most 
hoapitdl bills.. 

Bluntly, put, Uncle 8am will eoon be playing King 
Solomon with your futhrfr and iftcnthe^ and mine,' and with you 
and me- ^ . ^ * ^ 

We face a frightening flpecter in our nation as 
medical technology and apiraling coata combine to blur the 
linea in hoapital rooms amort^ natural death, euthanasia^ 
suicide and murder. ^ 

Without the mo^t enJ^getic pursuit of efficien-^ 
cles, we will* soon face a \f<^:ld in which there Is no kidney 
dialysis for people over 55,. no hip operations (or artifi- 
. cial hipa) for thoa^ over €5^^ a world in which eligibllrty 



for expensive pnti-.qencer ther^y will be ^baaed on stltis-^ 
tical aaaeaaments of success^ end key organ (transplants will 
be severely limited to special cases of virtually certain 
recovery all as defined in pages and pa^es of government 
regiplations. , 
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What kind of « vl»lon for th^ future la that? 
It»» not a v«ry plaasant one. But, In Grant Britain, that 
future la now, That'a juat what thay^ do today. 

Wa in Amarica ara fortunata bacaua|» wa atHl hava 
tlwa toxoid that iii4aT^n?aV can la^^rn from ffrltain*a 
•xparl^ca. ffa hava >|^J^kr-Tirer^roduct aoclety. We can' 
wall afford to provide quality medlfcal cara to all. But we 
nuat hava a cohacant national haalth policy which will 
•Ilminata Inaf f Iclanclaa and reduce the cost of health cara 
for oqr aoclety aa a whole. ^ ^ 

Thaae laauaa, whlcjh go to the very sanctity of 
human life, are what make these hearings ao important and 
your raaponsibil^'lea aa legialatora so apacial. 
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.Senator JepdSN. I thank you, Mr. Califtino. Your reputation as a 
man who gets things done and jfeta right at the heart of things cer- 
tainly ia Justified fi-om your t^stinniony, and while it's a little bit fresh. 
If I may, I'd like to pursue a couple questions and thelrget. some addi-, 
tional perspective when Mr, Shelton discusses glttie of the Ford Motor 
Co.'s specincs on this. ' ^ . 

You point out in Groat Britain the rationing system tPk;^y exists 
and suggest this could be the case in this country if we'i^ot care- 
ful. Ijet me say flrpt off that I hope we never see tfiftt day and I am 
willing to do everything to se^j tliat it doesn't happen hero. 

But my question is, do you believe that 'the rationing appr<Jach has 
come about in Great Britain because of the excessive gofernmont^ 
regulations, specifically tlie national health insurance system they' 
have over the|«, or is it a more fundamental flaw in their health o|ire 
delivery system ? 

Mr. Caufano. I think, Mr. Chairman, that it's come. about because 
of the explosion of healtli care costs in Great Britain,. which is just a 
few years ahriad of us in thatf^gard. Every country that's adopted a 
national health plan has basically taken the system as it existed and 
simply put the national health plan pn top of it. 

For enAmple, in Great Britain, the doctors are on the government 
payroll and the government owns tlie hospitals. That happened l>e. 
cau.se tl» British plan was put into effect just at the end and right after 
World War II and at that point in time th^ voluntary hospital system 
had collapsed in'Gi-eat Britain. The hospitals were full of war casual- 
tics and the government was runnuig %li the hospitals and all the doc- 
tors were in tke military and on the government payroll. 

In Germa'ny, when they put in a national health care systemjthe in- 
surance companies were virtually in total control of the German 
health care system and their national healtli care system is run by the 
insurance companies. They have severe health care cost probleijis, but 

uotasbadasBriUin's. ° , j. • J i s 

In our country, when we adootcd medicare and medicaid, the orig- 
inal proposals were to change the fee^for-service reimbursement sys- 
tem and to change the sy&tcm of a cost-based payments of hospitals, 
but it wasn't possible to pass that legislatidn and, as you indicated in 
your. opening statement, our focus was on access to health care. We 
were worried about ^?iving elderly people and poor people access to 
healthcare and Fe didn»t think about costs. ^ 
Just as s brief anecdote, I can remember a meeting with President 
Johnson and Wilbur Cohen and Larry O'Brien who was then the 
President's liaison to the Congress. The medicare bill was in the House 
Ways ahd Means Committee. We couldn't «et it out. Wilbur Cohen, 
who was at HEW then, said/H)r Larry O'Brien said, VMr. President, 
the only way we can get that out is to accede to the doctors and hos- 
pitals and retain the customary and reasonable charge paymAntfl and 
the fec-for-services And what have you." Tlie President said, "How 
much will that cost?" Wilbur Cohen said. "About half a bijliontlollars 
a year." President Johnson said, "Only $600 million t G^ it out." 

And so I think it's more than that we haven't done anything to deal 
with cost^ tt inr that B r itain hadn^fc d e ne <»»yt^^»g ♦o^< » ' * L?i f^f* 
Then the British basically put a cap on it «w»d said, "We Will only in- 
crease health care payments by « percent." I dont know what it w 
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^^-^ Secretory of HEW, it was about 8 percent And 
•8 ft rosiUt, this rationing aysten^took place. percent. Ana 

And I think costs will drive tiiis country to a rationlnir svstem if 
,we don t act to makp a medical system moi-oJflSoienr ^ ^ ' 

y'*'' ^'"^ to 8«y that our Govern- 

^Zi^f^ '^^'^^ "^f.*^^ of health costs and theyVopreSV 

bZh/rk2?itr'" '"'^'''^ '"'^^^'^'^ ^'^^'^^^ tlian^tlie tt 
'mi-. Califano. I do/Mr, Chairman. I guess 'if I had to sav fhat 

Se'^o^^r^'* "^T ^^^^ my ex^rienco K 

the Qovermnent and now m tlie private sector, it is Uiat the health 
cat« system is like a pillow. The suppliei-s ha^e contiSl over whew 
hey wm place costs and without competition, if you pual? dowrZ 

InnwTh^^^lJ^ ^ on medicare is that the hospitols whether they 
follow the diagnostic related group limits or the number of medioJ 
procedures covered, they will start-and tJiey have stortod 
costs ovei* to private insiders. That's why there's been such a rush- 
this year I thmk the States have passed 800 or 400 laws to deal with 
,Iiealth care costs m one way or another because they are «ottinir 
siqueezed by feosts shifts. «* « Kvtimif 

th^l^l?^ '^''^"w bo our hone that when th6 Congress deals with , 
w{ 1 '»<l»»»ni8tration deaTs^with this, they take measures that ' 

H I **"® ^^'^ t»»ftt we have a national 

health policy m this country to deal with the cost problem. 

^iS^Iiw QW i"^^ "^^j T*''.^ question and then we'll move 
directly to Mh Shelton and then we will come back and the threfe of 
us^an discuss this in depth after his presentation. ^ 

hJnS ^<>;"o«®^ that P*y« ^1*^ * J®**- approximately for 

health costs compared to $5 700 a year (.hat Chryslef pays. Is thei^ 
i^J'iwwlJS.''^^" look at the benefits? In oth^K" w^rds, do we 
get what is 400 percent more of the benefits in quality caro f 

HfS^^iwiM'*'''''''!- ^.^'"'^ in JaP«« the health care quality for thp 
Mitsubishi eniployees is every bit as-the^are and acJess tj care is 

- T?MT.lr i'f.''^''® ''k? '"'Si.n^i^y ^« States. 
1 tWnk It s comparable care. The different components in that system . 
IS the employee at Mitsubishi makes a substantial copayment o^ over 
f300 m effect per yeaf. Our employees in the auto industry at ChrysleV 
certainly essentially make no c^payments. 

Second, in the retirement phase there aren't these enormous gaps in 
coverage and m effect the national health care plan in Japan covers 
t.^MoIT'n?: ^^""l '"^'^^ tojw'ply that Japan is withoiit its cost 
Snl Ti I r problems. Their costs ftre / 

Iln^SoI fT-^'TP'.****'"**?.**",^' r*?'^«- '^"^ *^«y ^PP*^'**' to be moving ' 
ajrgrpsslvcly m trying to deal with it and it is part bf the tremendoui 

i!???"^'^*!*^?^ w<?,h«»^e in competing with the Japanese and we ' 
' f^i? ^is«dv«ntage alone. Chrysler alone cannot deal 

with the cost^ It's papring for its employees. The Government has to act, 

ISi^lT "^^^^ "^""^y- ^« »^ Ford is try - 
Mig--8nd I'm sure Mr. Shelton's testimony will iqdictte^bht we can't 
go this 10b alone. , ; 
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Senator Jwkvu. ThnVs ft good leRd-in for our next witness. Chrysler 
saya they cafrt do it alone. Ford Motor Co., Mr. Shclton, you may 
proceed. Yolir prepared statement will be entered into the recford. You 
may proceeyhtn Any manner you so^dcsire. 

BTATBMEIIT OF JACK K. fltiELTOK, MAHAOER, EMnOYEK 
I llfgUBAWOE DmBTMEHT, FOEB MOTOR CO. 

Mr.'SHULfroN, Thank you, Mr. Chairman. v. * *• , , 

Ford Motor Co. welcome^ Uie opportunitv to provide testimony 
boforo this committee and, as you recommended, will summarize the 

prepared statement. . . . i^u ^„V„ 

Industry is aware and concerned aboOt the rise m healtli care costs. 
In 1982, health costs as a percentage of GNP icdse 10.5 percent, up froni 
9 8 beroent in 1981. Tliis l-year increase of .07 ofia percentage point of 
GNP is about the same as the increiise for the 5,year period 1975 to 
1980, and onlv slightly less than tl^ increase for the 6-year period 

from 1970 to 1976. . . . .n^r - 

It's estimated that in 1988 health care costs climbed^ 10.7 percent 
of GNP. For the period 1970 to 1982, busiuoss health care costs in- 
creased more than twice the overall U.S. rate and well over three times^ 

the increase in GNP. ... . i ^ 

Health <308ts have become the fa&test rising cost of doing business 
in America and business is picking up a larger share 6t the Nation s 
health expenditures every year. . • ^ : 

HealUi care also has become a major cost of doing businete in lai|e 
industrial States such as Michigan. From 1966 to 1988, per capita 
spending on health care in Michigan increased 660 percent This seem- 
ingly uncontrollable escalation in healUi cpsts is a serious problem for 
all of us-rFederal, State, and local government, business, labor, and 

***B?r^For<f Motor Co., automotive and related operations, health 
benefit costs in 1988 was $742 million, up about $260^ilhOrt over 
past 6 years. Health care costs for our employees, retires and Uieir 
eligible dependents added about $800 to the cost of each vehicle Ford 
produced in the United States in 1988, well over twice the $180 per 
vehicle number just 5 years earlier. , , . ' ^ 

While many factors contribute to the high cost of health care in 
this Nation,-the most significant is the lackof appropriate incentives 
for consumers and providers to use health services m a dost-effective 

Getting health care costs under control will require the right in- 
ccntiveilnd more competition between provider poups and major 
insttrtmce programs: These actions could include changing the tradi- 
tibnal fee-for-service reimbursement system to one of capitatiorTwhere 
gervices are provided for a single monthly fe* with the providetvac- 

,o oepting the risk for health services utilisation and costs. (/ 
At Ford, our health caVe cost conUinhient actions ^re gove^ed 
by a philosophy that competition created bv voluntary, P"vftte initia- 
tive offetfi the best opportunity for controlling costs m the long run. 

Although under eome oirrnmatapraw thflm may bg a need for Gov- . 

eniment to motivate private sector efforts, we belifeve regulatory ap- 
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pmohes should b© minimized and designed to promote, not impede, 
private sootor mitiatives. • ' r > 

Consistent with this philosophv,' Ford has undertaken three ap^ 
proaohes to the health oarooost problem. . \ 

First, the company proiAotes changes in healUi financing that are 
designedHo increase market competition and create financial incen- 
tives to contain costs. Examples include offering alternative health 
-^^^ systems such as heajtli maintenance orgsnizations, or 
HMUs, mc^usion of copayments in benefit programs, financial incen- 
, tives to^proipote ambulatory surgery, and increased ^so of capitation- 
tym and preferred provider arrangements. 

Second, the companv suppoi-ts short-term programs designed to 
correct utilization problems caused by inappropriate incentives inthe 
health system. Examples of these types of programs include various 
lorms of utilization review, the second surgical opmion proirram. 
active support of State and local he^th nh^Sning efforts, improved 
cSSr*^^*'" company health planed participation in business 

Third, the company promotes preventive health services designed to 
improve employee health stetus and reduce future demand. We be- 
lieve most major irtiprovements in personal health status can be best 
achieved through changes in personal lifestyle. Ford therefore pro- 
motes preventive and health education programs to minimize em- 
ployee health risk factors and promote healthy lifestyles. For ex- 
.anaple, Ford s emplovee involvement teams developed and now nm a 
fully e<iuipped employee fitness center in» Dearborn, MI. Aerobics 
felassej ate being test piloted in one of our , plants, and other locations 
are offering programs such as smoking cessation programs and hyper- 
teiwion screening, substantive youth counseling and so forth. 

Recognizing that the cost-inducing incentives of the existing sys- 
tem developed over many years, and that several years will.be re- 
quired to turn these incentives around, our efforts include a blend of 
programs ; some are expected to have immediate results while others 
are geared to the longtjenn. Where feasible, we promote greater price 
competition in the delivery of health services and the development of 
appropriate financial incentives for the consumer to demand care, the 
hospitals and physicians who provide it, and the insurance companies 
who finance It. 

Returning to our first approach, promoting changes in health financ- 
ing, I d like to share-with you Ford's experience with health jmainte- 
nance organizations, HMO's. 

At Ford Motor Co., HMO's are the cornerstone of our health care 
cost containment program. Presently 86 percent of Ford's employees 
are offered the HMO qption through 84 HMO plans around the coun- 
try. Steady enrollment increases since 1970 show that our employees 
are satisfied with the coverage they receive «§ HMO members. 
^rJ^k^^^^'K^^ estimated $7 million in premiums through 

lOlO enrollment, of almost IftjOOO employees or ab^ut 0 peroeni of 
those eligihle. During our salaries emnloyee ojJln enrollinent last Nd* 
vember, HMO membership increased by 155 percent. Jfow 20 percent 
of salaried ^%ibl»4>mpl oy ee 8 nationally and 2 5 paro i ht in D o troit b e 



long to HMO's, This brought total enrollment for both hourly and 
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salary employeesrto 28^000 in J aniiary 1984 or about 18 percent of tJ\oae 
eligible. And I should mention that ho\irly employees are presently 
underpoing their annual .open enrollment and we expect their par- 
ticipation to increase. 

HMO's have a time-tested and consistent record of success. Most im- 
portxintly, HMO's address the root causes of the cost problem. They 
reorganize the delivery system and nlace responsibility for cost con- 
tainment .with the group having the most control over costs, the 
medical pix)vider. 

For emplovers like Ford, with fully paid comprehensive health care 
benefits, HMO's offer immediate savings due to lower premiums. In 
1088, Ford tiMO premiums averaged ahqwt 16 porcent belOw tradi- 
tional plans. Those HMO savings and the potential for future savings 
are attracting the attention of management around the country. 

HMO's also create co&t competition within the health system-. This 
competition usually takes one^of tw^o forms : One, competing providers 
and insurers develop thtoir own HMO's ; or two in an eifort to maintain 
market share, traditional insurers become more cost conscious and im- 
plement needed cosi containment programs, 

Ford'?i involvement with HMO's is not new. We've dealt with them 
for over 30 yoara and our experience has been favorable. We l>elieve 
HMO's favorably influence health costs and that they are an essen- 
tial element of any business or community cost containment stmtegy. 
' Before concludmg, I'd like to call your attention t6 one additional 
factor contributing to business costs problems and, one which is grow- 
ing in importance. 

Recent Government policies to Velieve its costs problems have re- 
sulted iii shifting public health costs to the busiiiesg community. Ex- 
amples di such policies include making employer plans primary for 
certaisf instage renal disease and pcimary for health care for employees 
worki Ag between ages 65 and 69, creating reimbursement shortfalls for 
medicai^e and medicaid prospective payments, and increasing medicare 
copayments and premitims. ^ % i j 

These Volicies represent a siffniflcant cost penalty to business and 
wo urge that future payment reform avoid further cost shifts. 

In suminary, the bottom line is that business will be financing a 
larger piece of the expanding health cost pie. As a result, it must ^t 
more involved in becoming participating partners in determining 
future health policy. We l^ieve voluntary private initiatives offer 
more hope for controlling costs in the long term than do regulatory 
approaches. 

Under those circumstances where l^slation becomes necessary to 
motivate private sector actions, we benbve if should be structured to 
promote and not impede voluntary initiatives. We believe in the long 
term the best hope for cont^hung health <K)sts lie with programs aimed 
at increasing competition in the area of cost, quality, and access between 
major health systems and in modifying the demand for health services 
by changing the economic incentives of consumers and providers. 

Thank you, Ife^. Chairman. 

[The prepared statement of Mr. Shelton follows :] 
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PmcrABia> Sri^TEUKi^T or Jaoic K. Shklton 

INTHOOUCTION- 

Mr. Chairman, mj nani la Jack Shaltou. I am Managar of tUa 
Itaployaa tnauranca Dapartaant at rord HoCor Company and raapoaalblft for 
tha financial a d«l n I a c ra 1 1 on of tha Co«pi|oy»a a«ploy«a haalth Inturanc* 
pjrotr«aa- t Valco«a tha opportunity Co proviso Caatlwony bafora chl» 
cOttBlttaa. * ' 

HEALTH CA1I« COST PROBLKM 

Indnatry Im avara and concaroad about tha rUa In h^nlth cara 
coata ovar tha paat 30 yaara, haaltii cara haa b«com« th^ faataac 

rlalng doat of doing bualnaaa In Amarlca. Fro* oor vlawpoliu, praaont 
aconomlc raalltfaa will forca aoaa Jtajor ravlalona In **ay haalth 

cara aarvlcaa ar« organlead and^lnanoad. 

■ \ • , 

Tha crlelq^l dlffaranca batvaan today and paat ya^ra la that, 
whlla tha alarming trand of a v at- 1 ncraaa I ng haalth o<*** coata haa 
contlnuad during tha laat fiva yaara. bualnaaa'* Ability to abaorb 
thaa^ Inoraaaad coata haa changad. Higher haalth cara coat* hava 
bacoaa Incraaalngly difficult to racovar In a -arVatplaoa plaguad by 
uncartaln» long-tara growth proapacta and Incraaalngly Intanaa 
coMpat I tlon. 



NATIONAL PICTURE ' ^ 

I won't burdan you »lth a lot^of ^nuabara to drAaatixa tha 
p«:oblaa, but 1 would Ilka to focut brlafly on a ooupla of " bo t to«- 1 Ina"* 
indlcatbra. Flrat, ovarall health oara coata continue to Itictaaaa at 
tataa irhlch t^o ua ara unaccaptabXa - 1982 haalth coat aa a parcant of 
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ONP ro«« CO 10. 5X, up frort 9v8X tn 1981. This one-yamr lncr««tt« of 
0.7 p«ro«titAg« poj|.nti of CNP li about th« »• the Increnae for the 

flv«^y0*r period 1975-1980 (0v9 percintaga pol^>t«) end only allg^^tly 
Isaa th*n the Increeie for the five-year p«rlod 1970-197 5 (I. I per- 
centage polnts)v EetlMtad 1983 health coat cllabe to 10. 7t o^^GNP. 

Seconds for th* period 1970-1982, nbialnal a^oVth In GNP 
Incraeaed by 208X»-U.Sv health expenditures by 332X, and bualneee 
heel^h expendlturea by 700X. Business health cere costs Increesed more 
then twice the overall U-S*^T«te and well over three tiaes the Increase 
In (iNP. As these data Indicate* every year bMsln.ess Is picking up a 
I'^ger share of the netlon's health expenditures. ^ 

FORD PICTURE 



More specifically, for Ford eutowotlVe and related 
operi^ttons, health benefit costs In 1983 were $742 million - up about 
$250 •llllon over the pest 5 yeare* Thle Increase (A:curred without any 
aejor benefit change ~ end deepite a iubetantlal reduotlon In the 
number of eaploye«ts and dependence covered under Ford health plans. 
Hemlth cere coete edded about $300 to the coet of eech Cowpany vehicle 
produced in the U.S. in 1983, well over twice the $130 4^er vehicle 
5yttersearller. 



4^e^^\ 



Heelth cere and health cert inlurantfe also have become aeJor 
poets of doing bueiness >n large induetrlel etetes euch ae Michigan. 
From 1966 to 1983, per-cepite ependin'g on heelth care In ^Hichlgen 
Inc^reased '550X. Theee coete heve been rising much feeter than genttal 
Inflation. It. is estimated chet in 1981 / Michigan employere a£*nt 
$4.3 billion for employee heelth benefit^, not including the ^l^are of 
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public axptf^ixtlturta on hanlth our* that # r«< ^ ln«t^c«<l In p«rt through 
t«x«a on buatnfsa, Thl« •••mlhgly uncon t ro 1 1 • b I • ••calatton In li^Tuh 
QO.tft la A aarloua probl.m for .U of u* f.dor.l, .tata rtnd local 

govarnaant^^ bualnaaa\ l«b9r, and tha (taDAral public. - ^ 

To rord Ho tor Comp'any , aa ona of tha nation 'a lurgaat 
• ■ployara and a major purohaaar of Coat^c«hana 1 va haalth ciira aarvlcaa 
for ovar 800»000 actlva aaployaaa , . r^t lr*»a , aurvlvlng «pouaaa, «nd 
thalr dapajndanta , haalth cara co«ta ara a altnlflcant financial burdan. 
Thl» oo«altt«a (a to ba ooaaandad for u nda r t ak Ing « n analyala of thla 
difficult «nd coap^ax problaa. Your d a 1 1 ba r a t lona and r acoaaa nda t lona 
cao provlda l!^portaiv.t dlractlon for Initiating nacaaanry chani^aa In thl 
.haalth ayataa. In ay taatlaony thla aornlnn, I will ravlav rord Motor 
Coapany'a phlloaophy and appro«Qh toward coat oontntnaant «a wall aa 
praaant an ovarvlaw of prograaa laplaaantad oVar tha yaara to addraaa 

tha coat problaa. , 

I 

Bt^STNRSS RESPOMSK 

Whil* aany factora o o at r Ibu t a. t o th» high coat of haalth cara 
In thla nation, t^« (oat algnlfl^ant 1« tha lack of Ijioantlvaa for 
ooaauaara and provldara to u«a haalth aarvlcaa in a co a t-a f f ao t Iva 
a«oi^^r. Catting haalth cara ooata andaV control ♦ill raqulrt t%'m right 
Incantlvaa •nd aora coapatltlon batya^n provldar groupa and aajor 
inturanoa progra'aa. Thaaa actlona could Irtcluda changing tha 

traditional f aa-f orra arvlca ra iMbu r a«aa n t ayataa to ona of capitation 
vhara aarvicaa ara provldad for a a^ngl« aonthly faa with tha provldar 
•ccapting th« rl«k for haalth aarvlcaa utilitatlon and coata. 

>^ ' - i!^ ^ 

racad with high Coata in a c^apatltlvl a^pnoalc cllaM«» 
bu«lna«a It raapondVnt In a claaalcal aconoalc «ania - It ia bacoaing a 
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«or* prvidant purah«««r of h«*lCh \>*n*tlf. It ( n 4itt»«ptti\g to dov«lop 
xMOrm CO* t-«f f tctl v« p«yattnt « rr ^ng *it»e a t n with provldwra, to *hlft , 
• «^rvlc«a rtw.Ay frOT» thi «oit axpthwlv* i»«.ggi«i\t« - like ho^plCiil cato - 
and towHrU «otfl • pprop r I « t a . *^lp*fS> c o • t J » « C t I ag« , ^nd to ntlrtulAto 
O0«pfltttlon <ind marKat act^on^ 

FORD STRATKOtKS 

Xrt raaponaa co r*pldly lnor««i«lng health co*tH» ford ha* 
^KfJandad Ita hMUh Car« colt c on t * I'ntt* nt prograj^a *nd Inoraaa«d Ita 
lnvolva«#nt vlth conmintty afforta. Ho a t of thaae progra.a hava b««u 
IttttlatAd Jointly wUh tha UAW coatalnlng ooata, wh'lU a^iavirlug 

quality •nd aocaaa t>o cara. haa long ^mn a <^»t»on goal ahared by both 
bu«lnaas and labor. At Ford, our haalth care co«t coatHln«ont actlona 
ara gova rnad by * ' phlloaOphy that conpatltlon created by voluntary, 
private Initiative olfare the beat opp'brtunlty for controlling coate l« ^ 
the long run. Although under aoae c I r ouvi t a nee e there aey be e'role 
for government to prod prlvetfe aactor effOrte, we believe reguletoY-y 
epproechee ahould be alnlalxed and deelgned to praaote, not Upede, 
prlvete aector Inltletlvee. 

Coneletent with thle phlloeophy» Ford hee undertek4rt thrte 
epproeches to the heelth cere coet problett^ ^ ; j 

Flret» the Coapeny proaotee chwngee In heelth flnenclng thet 
deelgned to Increeee aATket competition and craete flnanclel 
Incentlvee to conteln oo#te. KxeapAe Ualflde offering elternetlVe 
heelth cere delivery eyete«e» auch ee Heelth Helntenence 0 r ge n 1 i e t lo ne , 
or' HMOe» inoluelon of copeyaente In benefit progreae^ and financial 
lnc«ntlvee to proaota eabuli«tory eurgery. 



'best copy available 



,43 



Saoondi tha Comp^4iny iupporti •horf t«rT« progrniaa doiilfn<i<f to 
correct uCtKiAClon'^ ykrobl«ai 0iiia4<f by y«aCiir<1«y*fl InApproprlnta 
ln6antlv«« lu thu haalch ayvtatt. RxAtipl4« of theso cyp^n of progrAma, 
which h«v« bacoflKs P«rt of th« Co«||^Any*a collacclva barg^lntng tigraomonC 
with th« OAWj inClu<\« conourr«m iitlllt*tlort r«vl#u, vurglciil P4con<f 
opllrvlon' profrnaa^ und w««k«nd ndrntnaton r#vl«w«. Ho'mt of c^aii< 
progr«aa Ara tnltlatad In otia location on 4 pilot bA«la» «nd thone 
which prov* to ba co»t affactiv* ar* Ch«rt aHp^a^i^Jd to rtddltlon*l «r<iAN. 
Ford alao pfirtlolpatna lu aavarAl coataviu Ity afforta Ittoludlng ^^boArdf 
Maaba^rahlpa on haalth pl^nnlnft ag<inclaa and othar hiinlth CAra ^ 
orga n lia t I oua , alttlng on hoapltal board* of truata^a, and aarvlug on 
BluA CroHfl and Hlua Shl<rld Boarda of DlractOra» 

» 

Third, tha Coapany prb«Otaa pravantlv« haitlth aarvlccta w« 
hope -will raduca futur« demand. * Va ballava fiioat nnjor tap ro varnn nt a In 
paraotial health at*Cvia can be beat nchlavad through ohangea In peraoaal 
llfaatylaa. ford pro «o tea pravantlva and h*ealth education prograaa t\> 
aHAilMlia Anployaa baalth rlak faotora and proaota haAlthy llfaatylaa. 
for axaaple. Ford Raploye« Invotva««nt taama developed and now run « 
f ul^-equlpp«d employee fltnee* center In Dearborn^ Michigan where «oet 
of dv^ aHployeee ere lopet«d. Aarobloa daaeee ere being teat piloted 
in on* of our pkents. ead eo«e locatlone era offering eaoklng ceeaation 

r ' \ 

progre«e. * 

? 

Recogniflag thet tha co« t- i n<iuc Ing Incentitee of the ^Kieting 
eyetea developed over sAny yeare, end thet eeverel yeara will be 
required to turn theee Incentivee e'rouMd, oar. efforta . include e blend 
of progress; eo«« ere expected to heve i««ediete ..retulte while othera 
ere geared to the long ter«. Where feeeiblt, we promote greeter 
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prio* co«p«^ltlon In th* d«llv«ry^ of fittltK iarvtCMC and Ch# 
d«v«lop««nt of .«ppropfiAt« flniin^ltl tnctntlvfti for tU# con«iiwi«ir» who 
(t«fiiind cAr«» th| hotfpltali and phyilclann wt^o pr o v t d av'^ t , ' ^od t-h^ 
t(\«urAnc« QOttpaOlaa who f'lnanaa tt. Howavar, we raootnlia that thaaa 
ohAhtJ<^« wl\( raqulra tlaa to lMpl«iiant. V« , tharafora, Qontlnua to 
auj^port tha naad, In tha ahort-tara^ for aalactlVi* ra^ulAtton - m\ich a« 
cartiricata of naad and haalth plannlms - and for pr6gra«a d^algnad to 
corract apaclflc probl^tf araaa. 

NARRKT IMCKMTtVKS - INCRKASRD COHPRlrtlOH 

Tviruliit now to for 6 Ho tor Coiapany^a apactflc prograa 
atrataylaa, t will bagln with t'hoaa that hava baan d«algnad to 
• traufthan aiArkat co«pat(tlon. 

PROMOTION or HHOS -4 

Ovar tha paat )0 yaara, tha HMO (n^uatry haa aaargsd f rod a 

r 

hlatory of alow growth to ona of rapid axpanalon. It haa, In tha laat 
tan yaara, ||rQwn from a «ova«ant of a fA plana Into a aatura Induatry 
What haa aatAbllahad Itaalf aa a ^c.o a t- a f flic 1 1 v a end high-quality haalth 
cUra dallvary ayat^«. HNOa today aarva ovar' 12.3 all^lon aaabara. 
Tha rapid axpanalon of tha HNO Induatry ovar tha*laat tan yaara can ba 
Attrlbutad In part fUh'tha lncr«aaad \ntaraat and aupport of aaployara 
natlonwlda» Thla aAployat Int^Aat and airport haa grown ovar tha 
yaata. and today Induatry la activa'ly iupportlng tha HNO concapl by 
promoting aaployaa ainrolli|ant» and In aoaa caa^a^ actually aponaorinf 
an HHO . . 
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Th4 r«ault« . •(va«k tor th«a»«Xv«a. Kt: ford, HHO« iir* « 
Qornatatona of th^ Coapany^a h4«}th c^v Coat aonC«lnn«i\t prograa. 
rra»antly» of ford aMpLoy*** fra offarad th« WHO option chr^iviih 

)4 UNO plana around th« country* Our aaploy«a# ara aattaflad vtth th# 
^ovarftga aa avtdanoad by ata*dy anroXlaant tnor^aaaa atnOa 1970» daaplta' 
TaJuoCiona in both hour\y and aalary aaployaaut* In 199), Ford aavad ftn 

» / 

aatlaatad $7 ailllon tn praaiuaa 'alona through tha HHO «arolla«nt oC 
alaoat 19»600 anployaaa ot 9*7X of Ita altglbla aaployaaa. During tha 
■oat raoant opan anrollaant parlod conductad for aaX»r l»d aaplpyaaa, HHO 
a nro^]||;|aant inoraaaad by 15)X bringing total aalariad anrollaant up to 
15,000 or 70% of allglblaa {l^X tha OaCroit araa)» and tot;i^)l 

anrollwant (hou|4^y and aalarl«d) to 78»0QO, 



HNOa iiava • tlaa-taatad and conalatant racord of a\iccaaa« 
Moat laportantly. HHOa addraaa tha root cauaaa of tha coat problaa. 
Th ay r aor ga n ti* Ch* dallvarV ayataa and T»»t r • • pon* lb 1 1 1 1 y for aoaC 
uontalnttant with tha group having tha aoat control ovar coata» tha 
ttc'dical proYidar^ I ballaVa HHOa offar advantagaa to ^aployara* 
a«ploya#a, aad tha CoattuQltf, Lat*a ravlaw thaaa advantagaa aach of 



iffhioh contrlbutad ttlgnlf loantly in our dacia^n to aupport 



HHOa. 



^.Firat, thara iira advantagaa to aaployara. Offarlng 

ooa t~a f f aa t Iva HHOa I'aaulta in iMaadlata and dlr«at aavlnga dua to 

lovar praaluaa. Thta 1*- a«paclally frrua for aaployara lika ford with 

tri^l^ttAnal coaprahanaiva health aara banaflt packagaa and lOOX awployatr 

pAyaant of tha ptaaiua. For 1993, HMO praai^uaa for Ford avaragad alaoat 

balow traditional plsita* Thaaa HHO aavlf^a - and tha potantial for 
a 

futura aavlnga - attractad tha attant)Lon of\our aanagaaant and axptaln 
aitaCutlYa l«val intaraat In RHOa. 
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A tt««ond silviiKUAi* !• thut WHO* cr«iic«i oo«t compttltlon wltMn 
th« h«*lth Hyttt«m/ t\\i» oOMp«Cttlon MnuKlly t«V.4ii on« of two fonxsi 
(I) c^)Mp4C(nt 'j»^ovl<*«f« l»\»ui:«Ci* d^v^lop thutr own UHO« , or (3) In 

c 

«A •ffort to ■•ti\t<iin •*rk«C •bur*, trAdltlon*! l.uaur«r» b«co«« «or» 
Q0«^ Coni^loua And l«pl««ii\c i\«#d«il oo*t concalnnant pronmoia* 
Althoufh this rlppl« mtt^ot 1« dLffloulc Co doouaanCy a r«darAl Tr«d« 
CoaalaalOU raport: oondludad that UHOa do allolt a cottpet 1 1 L va raapouaa 
- th« M.OUC prououooad balng raduqad ho ■ p 1 C aI 1 1 a C I o n by nDAbarif of t»ora 
traditional plana* 

A third aHvanr.at« of HMO a la th« provlalon of mora 
co«p rahana Iva ban#ftta for aaploya«a Along with Improved h«»lth ayatam 
acoaaa . 

Sotitt crltloa hava au(tg«atad th«C a ■ I f « 1 «c t Ion may ha an ^ 
Important datarmlnAnt of dlff«r«nc«a In, v»*« and cbaCa whan comparli^ 
HMOa with tradttlonul f a*-f or-a«rvlca covaraga. Th«y argua that'th* 
cont d^ffaraucaa batwttan fiKparlanoa ar« dua to adv«raa rtak aal«ct:lon - 
that HHO anrollaaa tand ta ba haalthlar whlla 9lck«r p«opla, r«luctiint 
to «aitabllah na^ phyalctanr r « 14 1 Ion ah 1 p a , ra^aX^ In traditional 
Inaiir^nca prograaa » Rvaaarch to data on tha laaua of aalf aalaction 
Indloiitaa aalaotlon cart go iilthar way dapandlng npon varlablaa auch aa 

tha ^an«flt packaga. Ua raaaln convlncad that matura HNOVyp r o gr a«a a ra 

■ / 

cdat/ affactlva and do at^Mulata aarkat raactlon which banaflt tSa 
ConpaAy, tha am^loyaa^ and tha coaaunityt 
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rorii*t lnvolv»Ki«nt with UM^* t% n^C «*w . Wa hav* wl^h 
HH^a for 30 yaura, our ^xp^rt^nca hati b«an f#vortbl«. Thar* li • 

trowing r«allxAtloi> 1 1\ tnduatry that UHO« JC*n f^vombly lnft^.l•nQ« 
haalCh coaCt nud Chat thay ar* an ♦aaantlal 4l4(»«nt of any bu^lnaaa and 
co«Munlty coat ooncaln««nc atrata^y^ , 

rRBritRtltD PROVIDRR ORGANIZATIONS 

Tha advant of prafarrad provldar o r gun 1 x a t to na (PPOa) alfnala 
another IwportAi^t davalopwant, and proalaaa to furthar tha goala of 
tH|lr«aa«d aarkat coi^atltlOn. Through' tha PPO » akployara «ud Othar 
haalth plau apon^ora ara IntarvaOlng to coattol tha ooat and quality of 
.tha haalth b«u^lta thay pay for. Under traditional InaurAnca pinna, 
««ployara hAva llttla dlrabt ra^atlonahlp with haalttji cara provLdara. 
Aa loi\|t^ AH tha provld«r haa tha(>propar lloanaaa a i\d Qi^a d a u 1 1 a 1 9 , and a* 
loi\g aa Ita aarvlcaa ara allglbla for covaraga undax tha v>^*<^» 
aaployar» ^Ithar dlraotly or through an Inauranca carrlar» paya tha 
bill without auy raal aay In how cara la dallvarad» and with llttla 
ragard to tha ralatlva afflclancy of a*xlatlnfl provldara. 

. ; ' ■ . 

PPOa» howavar, proalaa to chang* thla. By Inatltutlng dlract 
ooatractutl ^a 1 a 1 1 onah Ipa batvaan l^^o^^t aaployara, haalth cara 

pr^vldara^ and inauranoa c a r r la r a ,^*^^a PPO oraataa an Inoantlva to 

"■ ' ■ ' » 

produca coa t-a f f Ic Ian t » quality haalth c^ira aarylca ylthln «ora 

prfdlctabla para«atara of axpanaa and ^tlllxatlon. 

, V - 

y 

Vhlla PPOa ara a ralatlvaly nrw oonc«pt» thay ara racalvlng a 
lot of attention bacauaa thay otfar coat advantagaa to ^both ••ployara 
and amplayaaa» aa wall aa IrtCraaaa patlant volufeaP for provldara. Thf 
C«llfornl« PPO laglalatlon waa only tha beginning of a naW wava of 




'm^- :"^'^'" ■■ ' — ■ ■ 
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SCAt« l«|lttlattv« IhltUtlv-i that wlU pot.ntl.Uy «ocour*g« th« 
d«v.lOt»««nt of ««I«ctlva provld-r n«twot,li** t^ii<id upon co*t, nu«Uty» 
Utllliation ■t.nd.rd^j.' Xt !• l«por^*ot to^ not«» howftvor, thut 
Ch«r« ta thtt rl.k th»t momm mtMfm * d«v<loP r««trlct|.v. PPO 

IttliflUtion. V« wlU ba following vary olo.aly tha atrataglaa adoptttd 
by othar9 In lap I ««• n 1 1 ng thla nav oonc.pt. ^, M«.i\vhU«, Ford Motor 
Company haa ^tra^dy baan approachad bV aavatal local PPOa , and wa «r< 
pVoc*adlng with a caraful ravU^^ A. haalth banaflt coat praa«uroa 
cowtln«a» It la lUaly that provldara with unlqua, c o a t -a f f a c 1 1 v < PPO 
uatworka vlll find a racaptlva ..r In tha bualnaaa oo«»uutty. 

PIlOSfKCTlVR PATMKNT STS^RM ' , 

In 197p, Blua Croaa-Blua Shlald of MlchlRan, with utrong 
ancouraga.ant fro. ford Motor Company, aatahllahad a honpltal 
proapactlva p.ya.nt ayataa.^ Undar thla program, hoapltal budgata .ra 
approvad ou a proapactlva baala putting hoapltala -^t rlak" for 
axpandlturaa In atcaaa Of tha budgat, tfoapltal* racalya .„ Inoantlv^^ 
If coata ara raduOad, Strong Incantlvaa .ra tharaby craatad to raduca 
banaflt utllliatlon and coat. Thla voluntary program, a a t ab U a had 
yaara .go. ha a contalnad tha »axl«iu^udgat acraan to undar lOX for th« 
paat two yaara. a track racord not ttatchad by aany .lallar prograaa 
«i^ndatad by Stat* lawa. 

•\ 

rtNANClAl. INCBNTIVKS \ 

Tha Conpany haa «ilao aatabllahad financial Incantlvaa to 
«nCOuraga mora approprlata If.rvlca uaa. Pilot prograna hava ba«n 
davalopad to ancouraga aubiititutlon of laaa coatly OMt(»atlant cara for 
fbpatlant Care gnd to faduca tha uaa of iinnacaaaaty or obaolata 
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• urglc.l proclur.,. Proir.,". molud* .n .™b»l-,tory .«r»»ry prjgr., 
vhtoh ...«. .flono«l,c 'lnc.ntlv../dl.tnc,ntlv.. to .ncour.,, prpvld«r, to 
p«r?or» .urj.ry out of ho.plt4l .nd «t low.r co.t ..ttlojt., 
<.utp.tl*..t f.cllltl.. or phy.lot.«.' oftlc... ;nd -.nd.tory' ..co-V'' 
opinion pro,r.«. which r.qujr. ..ploy... to obt.'ln . ..cond opl«lo„ .. 
to th. n..d for fi.rl.ln .l.ctlv. .«r,lo.l proo.dut.. In ord.r to 
r.e.lv. lOOX b,,.ftt. tf ..cond^lnton. .r. ,.ot obt.lo.d. b.n.fit. 
. r» p. id dt t)OX . 



IKMRPIT 0K8IOJ 



■.for. ,oini on to d..crlb. progr... d..lin.d to corr.ct 
c.rt.m otructor.l utlU..tlon p,:obl... of th. pr....,t .y.t.m. I would 
Uk.ito .p.nd , f.w .Inut.. dl.cu..tnl th. of b.n.tlt d..lgn. In 

r.bru.ry 198*. th. Mldw..t Bu.ln... Croup on lU.Uh r.l....d It. 1983 
...rv.y on Mn.v,.tlv. pl.n d..t,n. Th. 86 .urv.y r..pond.nt. cov.r.'d 
ov.r 1 -tUton ..ploy... In th. Ml<tv..c. In g.n.r.l. th.r. .pp..r» to 
b. .Ignlflc.nt .vW.ncto indict, th.t ..ploy.r. .r. ch.nglng th.lr 
phiio.ophy Of pl.n d..ign .nd . d.i ni . J r . t ion . Co.p.r.d to ^h. .or. 
tradition. 1 pl.n. in „.. for ..ny y..r.. co.p.^i.. .r. .tt..ptln, to 
.ll«in.t. th. -bl.nk oh.ck" to h..lth c.r. proyld.T. . nd. .«pl oy .. . by 
ch.nglng l.v.l. of cop.,..nt:,. pr..iu« .h.tlng. .nd .top^Jlp.*. Th. 
...u,pti0H t. th.t .h.ting in 'th. co.t of h..Uh o.r. viU pro.pt 
..ploy... to h..Uh ..rvio.. .o r. r . .po n. i b ly . ' T nc r . . . 1 ag ...p 1 oy. . 

.w.r.n,.* of th. high 00. t of ..did o.r. through co.t .h.rirtg 1. 
oU.rly on. p.rt of th. oo.t ..n.g...nt .tr.t.gy .vid.nt in ..ny 
coMpanlaa. / 
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Propoo^nti of cOi t-ihar Irfi *rg\\< Chut It carcntlt oviir 
utni»«tUn and r^*crAln<i the purchaso of c*rd thAt ylolds llttl* or no ^ 
banArTt. Opponouta counter th^t, If people nw^K pay oul of pookot for 
Miadlcal cur*, t^^lr 4CCi«a to «pproprl«te l«v«li» of c*ro will docroHBii, 
and th*y will iviffar accordingly, Rac<int finding* Indlcata, hou«^or, 

that for •Oat •tdlcal condition*, coat iharlng do«a not lncr<^«#« coata 

\ 

In tha long tarn by Introdyblng dalayg In racalpt of a«ed«d cafa 

♦ " a 
raaulting In mora axpanalva ho a p 1 1 a 1 1 x a t 1 o n later* 

t ( 
rord Motor Compaay haa Included coat ahArlag fonturaa In a 

twmber of Iti b«n«flti<^- for «7Cniapla. c.o*t aharlug In drug, dental, 

vl»lon, and hearing plAna. In addltloo, on January I, 198A, Kord Mo-tor 

Company lap I ana n t ed Ita new CQmp r aha n » 1 ve Medical Plan for »«Urled 

eaployeee. Thla plan provldaa gr«Ht*r catastrophic coverage for 

amployaea and Inoorporataa enployaa coat aharlng with a iiaxl«\i« annual 

out-of-pocket employae expanaa of $750 for aoat ho a p 1 1 a U i a t lou and 

profaaalonal aervlcaa. Thla plail la daelgnad to Vncraaaa anployae nnd 

provider coat co nac 1 ou a ne a a and proaota co»p«tlclon between ot4i«r 

health plana', -4 or axa«pl«, UMOa . 

>' 

Another pl«n daalgn feature we are 1 n ve a 1 1 ga t 1 ng dohely Me 
vhat wa call ^unbundling- of banaflta. Thle neana/ the eepe^atlon fof " 
-apeclflc oqveragaa or ale««nta of coverage f row o\ir overall healtti care 
package In ord*r to make Kipaclel payment *rranga«enta ♦iCh V»rovlder» 
thoaa aervloaa. for ex««ple, b«gl(inlng In July of 1^63, the Co«parvy 
offered ewployeee a •all-order drug plan on an optional baala. 

Under thla program, awployaea u*lng primarily ttalntenance druge can - , 
at their option with aech preecrlptl^on - have It filled through tha 
mall At a reduced coat to the«eelve«. Thli program offer* greater 
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co„..„,.„c. Tow,r oo.t to our .,pioy ,n r.Jucfd ov.r.U 

CO.. to th. Co.p.ny. B*rU,r. t., 1,82. th,'Co,p,„y .^ovt., 
l««.«e.v.. to p,..t^.ct,. to .U.p.n.. l,...-,;., 
than br«nd-n«ii« drugs , , 

MUt.d to t.1. „„b«„<.Un. Of .b..,.(lt. t. our lncr....d 
c.ptt.tl,„-typ. .tr.„,...nt. t<J d.Mv.r c-rt,t„ b.u.ftt. .«ch 

a. nt.l. foot c.r.. .i.io„. ,„t.t« oth.r p rof .... lo „. 1 ...vie... W. 

b. n.v. c.pU.tlon-typ. . r „ t . . .H.r, ,X, ..tv.c.. provld.d 

for . .t„,i. ,,,, ^^^^^^^^ .cc.ptt.,, th. rt.V..,., 

off.r Con.ld.r.M. opportunity for ..^t„,. co-p.r.d to th I 

f..-for-..rvtc. .rr,„8«,.„t.. Our .xp.rl.nc, to d.t. c,rt.l„Iy 

co„ftr™. tht. - ror .„,pl,. tH, f tv, d.„t,l c,plt,t,o„ pl.„. , 

_ .ff.ct .,v.d ..v.r., .tlUo,, doM.r. 1„ pr..,„,. , , 

lnc«j>t Ion . 

W. .xp.ct to ... po.lMv ;h.„,.. in o„r loci h..lth c.r. ^ 
-^l— P",r... fv. d..crlb.d thu. f.r. 
»ut. t ,.„tlon.d pr.vlou.ly. v. r.co.nU. tt took ,.ny y,.r. to 

^ cr..t. th. co.t-Xrtductn, ino.ntlv.. of th. .xt.tln. .^.t.'-. .nd .,v...l 
r..r. .in b. r.,ulr.d to turn th... tno.ntlv.. .round. Xn r.co.'nltton 
Of th.t f.ct. ,ord h.. .l.o p.rtlc...t.d In .ottvUl.. .„d d.v.lop.d" 
pro.r... to .uppart .ft. .n^ loci h..lth 'pl.nnlng .ttort., l.pro., 
th. ...int.tt.tlon of Co.p.ny h..lth pl.n.. .„d Incr,... o.„.„.., 
provld.r *».r.n... of th. co.t probl... . I 
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KAWCRT INTRRVKNTIOH 

For ^K««pl.«, In ^97$. ford work«a vlth Qth«r bu«ln«#«, l^ibor. 
|ovarna#At, .nd provld-r lnt«r««t« In Ch# d«v.lopm^nt ^nd of 
l^gl.l.tlon to YT-dMc- ^arpla. ho.plt.l ^^p«city In Hlohit«<v, ThU 
l.gUlatlon waa .nacttd \ r..pon«« to pr*««ar« tp contain co«t« within 
Ch« prlY.t. .nd public ••oXr/ If. .n .xo.U.nt .K.«pU of public .nd 
priv.t. lnt.r..t. irorklng jog.th.r to .ddr.f.* a dlffloalt .nd co«pl. 
Ay.t.a Ub.^.nc. B«cna##' of th. ^anlqu.n... of th. .pptQ.oh .nd th# 
t«.li, It y. b.lng follow. a cla..ly by -f.d.r.l offlcl«l«^ Th. b.d 
r#dactlon / progr.-, which w.. .ndor..d by th. Michigan Hofplt.l 
X».ocl.tlin, provld.d' for H..lch Sy.t.«. Ag«ncl«« to d.v*lop 
ho.plt.l-/.p«clf Ic b.d r.diictlon pl.y- Th... pl.n. hAv« b*«n .pprov.J 
by th. /st.t.wld* H..lth Coordln.tlng Council .nd futar. hospital 
con.trvi/tlon proj.ct. .r. to b. .pprov.d only If th.y ar. con.Ut.nt 
with th... pUn.- To f.clllt.t. thli r.duotlon proc..., th. Company 
p.rtlclp.tfd m'^th. 4«t.bTl.h«.nt of . prlvac, non-profit corpor.tlon 
r«.pon«lbl. for funding c. p. city reduction co.t. including .xp.n... 
^a.QQlatrfd with th. pl.to.^.nt of dl.i>l.c.d .•pipy..., . nd long-t.r.' 
d«bt of cl6.a4 In.tltutloV... To d.t.» rt*4rly 50X of th. b.d. t«rg.t.d 
for r.«o*.l h.y. .Ith.r b#.n r.aov.d o r ,V?om1 c t .d to b. r.duc.d. 

ford Motor Co.p.ny 1. now working with oth.r .tat. bu.lna.., 
labor. con.u«.r, .nd provider orgM^Ti.t Ibn. to motivate ho. pit. 1. and 
local pl.nn.r. to adopt . budg.t .nd financial pl.nnlng approach to th* 
r*vUw of co.p.tlng ho. pit. 1 cpUal proj.ct.- W. al.O ar. .upportlng 
• fforta now undiirway to .tr.ngthan Michigan' i C r 1 1 f Icat.-Of -H«.d law. 
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W» h.v, -noour.itcl th. <Uvi,lop-.nt l,p I ..^n t4 1 1 on of 

pro,r«« to .v.lu.c. th- n.c.ltj.. •rprop r t * t ..x.* . . .f(,et,«cy of 

..<110,l ..rvlc. f.ctVltt... Th.., pro.r.m. t«oUd, conc.rr.ot .„J 

foou. r.rl.- (.v.lu.ttou of ho. pic. I .4,1. .io«. .,vd pl.«.,.d of 
.t.y). rMrtJ.p.otlv. r.yl.y ( . f t . c-t h.-f .o t *v.U,.tlo« of ho.ptt.l 
.d-l#»lon. .„d l.n.th of .t.y), ,„d prof...to„.l r,vi.» (pr.- .nd 
ro.t-p.y,.„t r.^l.v to td.atlfy .nd .„.ly,. i „.,,.v„. 

^phya Ictfina * praotlca). 

« <• , 

IHHOVItn HMN ADM!N*STRATION 

Int.rn.Uy. w.' h.v. t.k.n .t.p. to l-p.ov, ch. «d« I n t , t r . 1 1 on 
Of 'our own h..Uh o.r. pl.n. by.v.vl.tn. th* provl.lon. for 
coordln.tton of b.n.ftt. ...d by d.v.lopln, o o,p r.h. n . , v . . 

oo-put.r-b..,d. tnt.r.ctlv. ..dlo.l oUU, d.t. .y.t.,. Th. Co-p.ny 
h.. r.c.ntly .tr.n.th.n.d tt. o\,o r d In. t .«n of b.n.flt. ol.u... . „..U1, 
• b.n.flt prcvt.lo,, whK^h .ppH.. wh.n . p.tl.nt 1. oov.r.d by two or 
-fcor. /roup h..lth tn-.ur.nc. pl.n. tP d.t.r-ln. »htoh pU„ p.y, (tr.t, 
th. Co-p.ny .nd th. OAW work.d olo..ly ,lth th. N.tlon.l A..ooUtlon of 
In,v.r.nc. Co.- 1 . . , on . r . In oh.^„, ,uld.u„.. coordln.tton of 

■b.n.flt. to ..V. cov.r.,.. duPto r.tlr.-.nt or l.ld-oft .t.tu. 
. ..oond.r, to coy.r.l.. fouitmi fro- .otU. .•ploy.-nt. Th. Coiip.ny 
I. no« yorktn, to l-pl...„t th... n.. ,utd.Un.. l„ k.y pl.„t .tit., 
throuih l.il,Utlon or oth.r .pprOprUt. -.kh.nl.».. 

Thl. .u-yr. th. Co-p.ny »iu b. t.p;...nttn» . n.« h.«lth 
c.r. cl.t.. d.tjT.y.t.- throu.h K.d.t.t 8y.t.-.. Inc.. Th. n.w ,y.t.- 
*1XI ptoyld. r Jotting c.p.MUtt.. to .y.lu.t. our h..Uh c.r. pl.n.. 
t-ptov. <,^.Htt of o.rrH^ cl.t.. d.t.. d.y.lop Infor-.tlon for eo.t 
cont.tn-.nt lnt>>*g^.. .„d p^oytd. d.t. for e.rrl.r oo.t p.rfor-.nc. 
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r««pon«lbyki<ty'f-''to oout r 1 



Taking vary •«riou4Xy our r««pon«lbyki<ty'f-''to ooutrlbut<9 .to 
inorsAaad con#u«ar and provldar awnrAnaaa of tha hoAlCh ^uro coat 

In developing co«ltttoii efforts 
a#tlonvlda. ' Wa halpad aatabllph tha Washington RuBlnens Croup on 
Haa\,th aa wall aa tha Michigan Haalth Care Coat Coalition. «nd tialpad 
«any othara gat atartad. ^•ong thaaa ara tha Hldvaat Bualn<va« Croup on 
H«altH, h^adqua r t a rad In Chicago, and coalltlona In Tann«aaae» AlAbmaA, 
and California. Racantly. have ba«n vary ao^tv^ In health' care 

Initlatlvaa aponaorad by the Economic Alliance for Michigan. ' Tha 
Bcononlc Alliance for Michigan la a private aector organlrat l<An of 
about 80 bualneaa and^ labor leadara working ^to affect long-tera changea 
in Michigan'^ "buainea^ climate. Priority health actlvlttefl nr« HMO 
promotion^ aupport* of hoapltal capital budget planning. and PTO 
legiitlatlon. Ford Motor Company itlao partlclpatea on varlouu Blue 
Cross and Blue^ Shield boarda and cOmmltteee, Is rapraaented on atate 
and nutlonal health comalttatte. and contrtbutoa to national and states 
coat oontalnmant aemlnara. 

PROMOTION or HEALTHY LIFESTYLES 

l.vould Ilka to aji4re with you one other atrategy adopted by 

Ford in recant yaara t.e promote coat containment and Improve the health 

f 

atatua of our employaea. I am tra'tarring to our Intareet In health 

prom<^tlon and pravan^lve health aervlcea. Since tha early I'^TOa. ou'r 

0 

Eaployaa Health ^Sarvlcai Department 'has deva^opexl and lmp'\amant^d 



I- 

■fin tha a I 



aaveral p^ogramapln tha area of c # r d lO va acul a r rlak 1 n t e r vaKi t Ion . 
hyper tenaioi\ acraanlng, alcohol anc^ drug abuae couna a 1 1 ng . "^^^otf 1 ng 
caaaatlon»^ and cancer acraenlng* A three year pr'ogram qfonducted in 
four planta demonatratid that tt la faaalble and practical to conduct e 
aUcc«aaful program In hypartanalon 1 d en 1 1 f Ic a t l^on .a nd f 0 1 low-^u j> . 
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Progr#« tvilu.tlon wa« compUt#<r In coop.cjiAon with t h« 'u n 1 r ■ 1 1 y of 
Hlchtg^n .nd fund.d by th* Nation. I H.nct. Lung, ^nd Blood Xna^tltutn, 
WhlU tt ^dlfflcrtU to prove th«i« progmm* 4c« co#t beneficial, wo 
ball^v Chty^r. t»f right thing to do, W* *re highly .upportlve of 
th#.. progr.-.^ .nd -ntlQlpit. .Ignlf4c/nt 'lortg-^term -nvlnf vlth 
raapact to aaployee well-b«ln^. 

COST sHirr to the privatk sbctor ^ 

• •for* cT>ncUidlng, I rDuld Mkt to c*n to your attention two 
■ ddltlon.l f.ct-or* contributing to th« bv,.lne«» co.t pcohlam which « en 
growing In l-portunc*. rir.t\ 1. ch« co.t shift between public «nd 
pr^v.te h.rtlth progc... R.c.nc gov.rn.ent pollcl«» h*vo renuUed in 

' -hlft(ng "Vubllc .henlth cj|| to tha bu*ln««a coomunltjr. Kx«tnple,^of 
.uch policial. Include: "^Pfug employer pl«n» primary for certain 
end-.tnge c«a*l dU.*«e exp«niie» «nd prlmnry foe henlth cure for 
war^clng employees between 65 and 69 year, of age. creating re Imburaement 
fhort.fallM from Hed Ic.r./Hed lea IJ p r o a pec 1 1 ve ^ p .y«e n t a . and Increa.lng 
Medicare copay.ent. and premluma. -^^e.e pollclea repre.ant . 

'Significant co.t penalty to J,u.ln nd we atrongly urgi that future 

peyaent re forma . a vo Id furthei* coat «hlfta. 

Th« oth«r factor aotlvAtliig continued buptneaa concern w.lth 
ha#lth coata la the aging and matnVlng of the wd rk f o rc ea " o f major 
manufacturing Induetrlea^ Hor^^any Induetrlea, the ratio of Inaqred 
to •forklAg eitploy^aa haa Incr/aaad d r ana 1 1 ^ a 1 ly . For e xeap 1 e , . be t w.ei^ 
1970 and 1978, foe tvery two working «mployeea Inaur.d by Fo/ff.^thera - 
wan an average of on« peraon inaured who waa not working. taat year, 
thla Mtlo wa9 clo#« to one-to-6na - for every peraon working ^he^r now 
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1^ ons oth«r f»«r*on (4nd th«lr depttudantu) who «Uj*ve full hoMlth 
Cov«tA9«i *v«n though th«y nr* not working. Thl* rntlo rutiulC9 In «i 

s 

iflgnftcAiit f lxi»«1 coit burd*n'on working •mployoda who >«akfl tha Comprtoy 
prod\>Ct<l which produce th« r«v«n\i«i to p*y thoHo h«*lth co<tt% 

CONCtOSIOH 

Th« bott.ot^ lln« KO #11 thaio tr«ndi th«t b\>«ln«»8 wlll b« 

financing m Urgar' pl«c« of th« •xp*a(llng h«nlth~co*t pl«. A» « 
raaiilt, 'it au»t gat itOra Involved und be a 'larger partner In 
dattfrialnlng future haalth policy. 



U« batlava voluntary private Initiative* offer gior* l^ope for 
controlling coeta In the long term t>i«n do regulatory epproachos- 
UnJor thoa« c I r cua* t A nc <> • where leglelatlon becoraea neceaywry to prod 
<^ prlvA t e^ eec t or Inltlatlvea, we believe It ahould be atructured to 
promote, and not Impeda^ voluntary Inltlatlvea. 

We believe, In the long-term, the beat hope for containing 
health care coata Ilea with pcograaie aimed at IncreaaliVK c omp a 1 1\ 1 o n' I n 
the «ceaa of ^^^» <l"«llt:y, and acceae between major health iya.tem»t artd 
In modifying t^e demand for health liervlcee by cliaoflng the economic 
inaentlvaa of coneumera And provldera. 
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Senator JicpewN. Thank you, Mr. Sholton, 

Referring to yqur last sumnxary statement with regard to the change 
adopted a few years ago which i*ide the omployor a payer of first 
resort for employees age 65 to 69, is it your contention that despite 
the fact that these people remain productive Avorkors for Ford u\at 
Ford should no lo^iger consider them in the game category as pthet 
Ford employws Just because they do meet the mialifications for the 
medicare program with their health care coverage? 

Mr, Shmlton. We estimate that this change added about $8.8 million 
to our cqfet^ just for the coverage for the people between 66 and 60 
aud thay iocs not include tlie medicare taxes that tJie company has 
paid ovcVthe active work life of tlie employee prior to that tin\p. 

Senator Jkpsen. Well, I appreciate that. Lguess I'm just trymg to 
explore it. Let's pretend for 1 minutii that we nave a person who nas 
become 66 and stays on and works through age 61), a full-time produc- 
tive employee. Is k your contention Ui^t at age 65 they should go to 
the Government provided insurance or rely on that ratlier than the 
company's insurance, even though they are full-time employees of 
the company t , / 

Mr, Shklton. Well/ the complany prior to the change provided 
what's called compleirtontary or wrap-around Coverage. It supple- 
^mented the medicare program. Wlion employees who continue beyond 
age 66 are no longer covered by medicare, that becomes a form in a 
sense double taxation to the employer who has been paying the tax 
during the working period of the employee and now must continue to 
provide full coverage, * ^ ^ 

Senator ^"epsen, I'm not tiebating it I just wanted to get your oi^> 
pression» Do you have any comment^ Mr, Caljf ano ? " \ 

Mr» Calitano, Mr. Chairman, I think the point that I would try to 
' make there is that shiftinff that cost of covering' an employee dui:ing, 
whatever period of time from the Government to a corporation or 
from the Government to tlie emplovoe himself or herself doesn't 
achieve anything in terms of a more efficient hoalth care system. We're 
all still bearing the same burden. Instead of my paying it in taxes to 
tho ^deral Government and having the Federal (Jovermnent be the 
ciishier for the health care industry that is wasteful and inefficient, 
I'm payinier it to the Ford Motor Co. in the price of the car I buy and 
the Ford Motor Co. becomes the cashier for the health care industry 
ytuming it over to them. 

lyiien w6"^lk to Chrysler about a national health policy, we are 
• saying Umt we've got to deal with the underlying problems and not 
just Dlay the shell game. It's that part of it that I think we object to, 
not the coverage for the employee. Xhe^mnloy/>e should be covered. 
The health care benefit? should ho provided, but we can provide the 
kind of hedlth care thcsg emplovoos need at far less cost to all ofais, 
. We're all paying. The only difference is whether \\ss person that 
shovels the money to the hospitals and the. doctors and the laboratories 
is an intermediary vehicle or somebody in tJie comptroller's office in the 
Chrysler Corp. ^ 

Senator Jepbbn. Well^ we're working with mirrors. It depends on 
who's holding the mirror. 

Mr. Califako. That's right, Mr. Chairman. 
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Senator Jnnzn. There's litUe argument in the cost shifting you men- 
tioned plays a signifloant iK>lenn increasing the cost of health care in the 
private aector and that's something, among many otlier things^ tha£ we 
want to make sure that we do got out in the open, so to speak,>^with some 
petispective and understanding. ^ 

You talked* lot about the HMO's, Mr.Shelton. That^s the health 
' maintenance organizations. You mentioned in your testimony that 
Ford has seen significant increase in the number of employees who 
choose to participate in health iriaintenauce orfi^anizations, HMO's. 

To what do you attribute this move to and aocs this move tend to 
fall along generational lines t In other worda> we Have found that tJie 
younger folks talk about health maintenance and the more senior citi- 
ae^ tend>'to lean on the more traditional health care delivery proce- 
duVea^ Is this what you've found t 

Mr. Shw.ton. Certainly that h|ppenB. I think, in additioQ, HMO's 
arc now better understood by eUBployees and more importantly by 
their families. Therefore, they are more willing to move into (heso 
programs. I | 

In addition. HMO's offer employcejl and tleir dependents broader 
covera§i9 and I«ls out-^of-pocket expense than toes the ti^aditional fee- 
for-service pro^^m. 

t think those are the two motivating factors, plus the one yoli men- 
tioned. - 

SeDator Jbpsek. Now as you may or may not know, I have a back^* 
ground in insurance for a quart^df a century and I've dealt with this 
so I have some familiarity with that with a company that did a lot of 
work — I'm no longer with them so there's no use in advertising, but it ' 
was Connecticut General, who is reasonably weliknown and respected 
in the field- f\ 

As one who's fairly familiar with the way insurance programs work, 
I can see where this trend might have a serious impact on the bene- 
ficiary pool and how it may ultimately affect rates. Has your com- 
pany attempted to determine the changes and breakdown along gen- 
erational lines and, if they are, how is it going to alter f;he rates of 
those who live longer and your obligation on out the line who retire! 
Something that comes to mind is a little bit of this in the health in- 
surance area comes in the front end and comes oiit and is paid for bene- 
fits that turn mover off down at the other end. Has that been a factor! 
Is yours self- funded! ' 

Mr. SmBiiTON. Our programs are primarily Blue Cross and Blue 
Shield,%ith the exception of the HMO programs. But bbcause of our 
size, we would be very close to being self -funded^ although we're not . 

Senator Jbpsrn. I also note that many of the things that yon indi- 
cate Ford was doing and other businesses afe doing with regard to 
health care cost containment by way of getting people to better under- 
stand this, ^oth of you referred to the need for eaucation and better 
understanding. If they nnderstand it, they appreciate it from the com- 
pany standpoint and then you get that extra value, that extra lovaly, * 
that extra productivity and it can be created by head power and heart 
power. 

But even more importantly todav, I think as we're here today trying 
to get a better. undaVftanding of the total health care picture in the 
country and how the varioua sectors of our ecbnomy and parts of our 
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society^ whether it be Government, the private aeotor^tOr buainess, the 
consumer, providers— where each of them fits into thia picture, 

wyou havQ any suggeationst I*m interested in knowin|^ what Ford 
i3 doing to educate ita^nployeos totally in their program and whalt 
do you aee th%t. could ho done hy wav of expandlnfit that education 
outiside into the commimJity and mto Wa$hington, tnX ^ 

Mr. SracwroN. Well, oertainly employee4 and tlxeir familiea educa- 
tion is extremely unportaiit. I have to confess that we have not done 
as good a job of that as we should have don^, but we plan to enhance 
our efforts in the fixture. We do have regular steo^iej^ that we run in 
our employee publications on health issues and wfe plan to intensitV 
those activities in the future. WeVe had meetings witlv our salaried 
employees on the new salary health plan and we plan to continue 
those meetings in the future. 

In addition, we have had some health education efforts with the 
employee involvement groups that we formed in the plant areas and 
throughout the con\pany. So we are intensifying our employee educa: 
tion effort and I agree with you that that is a very important area 
and one that we have not worked as hard at in th^ past as wo should 
^ave. 

Senator Jepsun. Mr. Califano, 

Mr. Calitano. Chrysler is doing the same tiling. I think we have 
to recojDfnize that the payoff there is very real nnd very important. 
Probably the worst offender, Mr. Chairman, in terms of allocation 
of resources toiioalth promotfon and disease prevention is the National 
Government. The National Govfcr^ent spends 96 to 98 percent of 
thj money is spends on health care on care and research, and less 
than 4 percent, probably somewhere between 2 and 8 percent now, on 
health promotion and clisease prevention. 

When you think that probably the most significant reasons of why 
we*re having tHb change with respect to males in terms of cardiovas- 
cular disease is the fact that men are' putting down smoking, they're 
stopping smoking, there are fewer peopHB smoking, and changing their 
eatmg habits, you can s^ why what a phenomenal hnpact that can 
have. Alcojiol is the No. 4 disease in the United States of America 
now, behind cardiovascular disease or cance^ and respiratory diseases, 
and that's all a function of what the individual does. 

Fifty years a^ the problems were dirt and the sewers and sanita- 
tion and pasteurising milk and immunizing people. Now the prpblems 
are what we ourselves do to ourselves and I think there the Govern- 
jnent should make a tremendous investment, as well as Chrysler. 
Chrysler stepped up its investment, as 1 think probably 6very Ameri- 
can company has, but weVe hardly begun in that area. 

Senator JErsEN. That certainly was a hallmark of your term of 
duty and serviije here and I commend you for it, You moved out and 
took dome steps where others had kind of hesitated to treaid before 
and that's niuch to your credit. It must be somewhat gratifying to 
see some of the results and people now are doing things that are 
oommonpla<» that at that time was something they 8hie4 away irom, 

Mn CaU^ako. Thank you, Mr. Chairman. ) 

Senator^EPSEN. You suggested, Mr. Califano, that formation of.a 
national cyimiaaioii on health care reform is a starting pobt fpr tm 
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dovelopmoilt of health poHoy hnd yow used the National Commission 
on Social Security as an analogy* 
. As I recall^ one <Jf the maior stumbling blocks that commiHsion had- 
was coming to an agreement as to the magnitude of the pwblem* Do 
you think it^s feasible to presnmo we would be able to get souie kind 
of concrete recommendations out of this type of commission in a 1 
year's length of time or would vou expand on your thoughts on this 
commission! You talked about the malceup. How long do they need? 
What do they need to facilitate the goal ? What can and sliould the tax 
dollar versus the private dollar — what role should it play, a joint one? 
EiU^er one of you, I*d appreciate your comments^ 

Mr. Caufano. Mr. OhairmaU) I guess in terms of that commission, 
I think that the reason we need something like that and the reason we 
need to have all tlie players in the private sector involved as well those 
who run tlie health care programs for the Federal Government or tltlf 
State governments is because we really are in a system* which is just 
outside of anything like the regular great American fr^e market 
system. ■ 

The doctors who order the tests don't pay the bills* Nobody says I*d 
like to buy an appendectomy toda}^ or a liysterectomy tomorrow. The 
patients don*t have any sense of paying bills, phrticularly hospital bills, 
because. M: jijfercent oi those are paiafor by medicare, medicaid, the 
Blues, or private insui^ers, and most doctor bills are not paid hy tlie 
tliird parties. And in the system it*s very easy t;0 shift charges from one 
patient to another, one buyer to another, one hospital to another. So 
I don't think there are bad guys and good gu^s in tliis pi^blem. T think 
everybody is acting just the way the economic incentives are encourag- 
ing them to act. 

The mord services a person is paid on a fee-for-service basis he per- 
forms, the more money they're going to make. The same thing is true 
with respect to hospitals, and the cost and cost-plus system. 
' I think that if you put all these people around the table and I Uiink 
they will be able to oetermine how serious this problem is. One onbr 
has to look at this morning's newspajper. There's a story in the Wall 
Street Journal about the question with kidney transplants and vital 
orgt^n transplants now. It used to be whp lives, as the Wall Street 
Journal put it this morning. The question used to be in America, if 
we needed a vital organ transplant, who lives? The question today in 
these United States fi, who pays? And in the Washington Post or the 
New York Times there are lonjp stories about a group of di8tinguishe||^ 
doctors trying to figtire out wh%t the standards should be for physi- 
cians and patients m terms of expensive technology care for people 
who are very old or terminally ill. So these issues are on the front 
burner. • 

Can it be done in a year? I suggested a year in this testimony be- 
cause t think the political realities for health care, like the political 
realities for Social Security* are tlhit much sounder legislation will 
come out of Congress if the issue is voted on and legislated in a non- 
election yean If it's not acted on iii 1986, my instinct is that it won't 
be acted on effectivelv until 1&87» 

Now it may ttfke longer because the Social SecurltTtrisis was in 
some way eiisier to measure. There have i>een years and years of agi- 
tation on the crisis in Social Security and there may be a lag time here. 



- 61. 



57 

but I think the problem is so critical that it really behooves all of us 
to try and deal with it and to act on it. I think wo are all, as you said. 
Wve met the enemV ind tliey are us, Wdl, everybody that is part of 
that prol^em should be put airoimd that table to ileal with it and you 
oajli't deal with it in the Fedei»l Goverixmont aloAe. We are seeing cost 
sliifting that I think we're only bo^ianin^ to appreciate the impact 
of. We could hAve fantastic increases in private insurance rates at the 
end of next year over thi^ year just because the only cap that's now 
in place is the medicare cap on 467 hospital procedures. Now there's 
an attempt in tlie House to try and freeze tlie fees for physicians, but 
I really think over the long haul, having both been a regulator and «n- 
rogdlated, that over the long haul, if we can get the incentives changed 
in this system, it will be far more effective. 

Senator Jbpsen. Dq you have any comment, Mr. S^elton ? 

Mr. Shblton. No. 

Senator Jkpskn. Well, I thank you both. As you may know, we hay© 
a very aggressive preadmission screening pftogram in Iowa which is 
utilized by the private sector as well as the medicare program. Right 
now they^ being too aggressive. We've seen a tremendous decline in 
overutihzation in Iowa. We've also received a number of complaints 
from both doctors and patients that people feel they are not getting 
health care, but we've had a very remarkable result in that Blue Cross 
in Iowa just recently asked. for a $24 millidn rate reduction. This is 
the first such request in their history. So the consumer is realizing the 
financial benefit from this process and at the same time it is rather 
arbitrary and judgmental at this point. In fact, there is'less accessi- 
bility of quality health care, but the consciousness is being raised or 
has been raised in all this and that's something you've been alluding 
to today here also, that we need to form the national health policy 
on the basis of consensus. We should formulate most or all of our 
policy on consensus rather than conflict or rather than the shell game 
as vou pointed out, and I would expect that wo could that. 

t think your year recommendation sounds right because I think m^t 
of the motion, and I might add politics, that were involved in the 
Social Security repairing job sort of broke the way, so to speak. The 
»c>mmisslon came, it listened, it recommended, it proposed, and the 
Concrress, l)eoauso of the bipartisan apprt)ach and the people that were 
/on it, toirether, both Republicans and Democrat^not everyone liked 
/everything about it— butthev went about the job of doinit the things 
/ that" needed to be done. 1 think that bodes well for the health car© 
policy, r think a lot 6t the signposJiKKat were set up have PO\P/«a 
the right direction as a result of Uiat commission's work and will now^ 
serve well in what vou recommend here. It's interring. ■ 

Mr. CALrPANO. Mr. Chairman, T was out in Iowa at Des Moines last 
year at the Blue Cross-Blue Shield Cost Containment Conference, and 
^afe enormously impressed with the way that organization and Towans 
basically generally— tKey're ahead of most of the country in your Stat© 
on this problem. , i , . j» 

. Senator Jrpsisn. I thank you both for coming And look forward 
to participation and consultation and recommendations as we move 

alonsr ) 

Now T wduld ball Mrs. Bert White of the American Farfn Bureau, 
James Hacking, wvd Willis Goldbeck. Mrs, White is currently nerving 
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on tho board of directors of the American Farm Burci^u Federation 
and will be testifyinar on their behalf. Welcome, Mrs. White. Mr. 
Hacking is assistant loffal oounsol for the American Assoointion of 
Retired Persons, and will be testifying on behalf of AARP ; and Willis 
Goldbeck, Washin^n Business Group on Health. Mr. Goldbock is 
executive director of WGBH— not a radio station but the Washington 
Business Group on Health, made up of major employers from through- 
out the country. Betn^een 200 and 800 companies are activfe members. 

Mrs. White. Mr. Hacking, Mr. Goldbeck, welcome and we will start 
with Mrs. Wliite. 

STATEMENT OP MRS. BERT WHITE, CHAIBMAH. FARM BUREAU 
WOMEN'S COMMITTEE, AMERICAN FARM BUREAU FEDERATION 

Mrsv Whitr. Thank you, Mr. Chairman. I'm here today as chair- 
nian of the American Farm Bureau Women's COmmiftcw aJul menilwr 
of the AFBF board of directors. My husband and I farm approxi- 
mately 500 acres and raise Hereford cattle near Bailey, MS. 

I would like to also add that I serve on the local hospital board. 

Mr. Chairman, rising health car© costs place severe stress on the 
pocketbooks of all Americans. No group is more aware of the financial 

?:rip of health insurance than self-employed individuals, particularly 
armere. Together witli employees who do not receive employer- 
financed health insurance, the Nation's 7.8 million self-employed busi- 
ness people must confront t)ie serious inequity that exists m the use of 
income tax deductions to subsidize health insurance for other groups 
of workers. 

Wliile the Internal Eevenue Code permits an employer to dechict 
employee health insurance premiiuns as a business expense— IRC 16¥— 
and treats the premiums as a tax-free fringe benefit to the employees— 
IKC 106— this type of tax treatment is not available to the self- 
employed worker who gets no writeoff, but who must then buy health 
insurance with after-tax dqllars. Currently, the only way a self- 
employed individual can deduct any amount of health insurance costs 
is if tlie premium is included in an aggregate of itemized medical 
expens^ <?onjBtituting more than 5 percent of adjusCfed gross income. 

The denial df a deduction is apparently because health insurance is 
considered a personal expense ratlier than a business expense. Farmers 
and ranchers disagree with this shortsighted reasoning. Farmers, like 
other self-employed small business people, conduct business aiitivities 
both as employers and employees. The work environment of a farmer 
IS often hazardous and not infre(|uently presents danger to life and 
limb from the use of heavy equipment and chemicals. Insurance is 
necessary to cover the costs of unexpected injury and illness stemming 
fioiri the farming occupation. It is a cost of doing business that farmers 
cannot be without. We believe ifis a reasonable request that a self- 
employed person bo able to deduct his or her insurance premium as a 
business expense. 

There is also a aucstion of equitable.tax treatment among fanners 
who have different business organizations for their farming operations. 
A f armerjwho is a sole proprietor or in a partnership, cannot deduct 
the cost ofhealth insurance premiums as a business expense. Howerer, 
if the farm is incorporated, the farmer can be classiflea as an employee 
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of the farming corooration. The corporation^ as the employer, can 
deduct the cost of health insurance as a business expense, and the 
fanner, as the employee, can receive the healUi insurance tax fiw; 

The conunittee will be interested in tlie amount of health insurance 
premiums that fanners pav. In Iowa, for example, the 1988 monthly 
cost of comprehensive major medical group plan insurance with no 
deductible was $8415 for a single person and $185^7 for a family. 
This eciuals $1,010 and $2,228 on an annual basis. In Michigan, where 
&ge:^^nd area rating apply? the annual family rate premium, zero de- 
ductible, was $1,002 in outstate areas for insureds under age 46* The 
aimual cost jumped to $2,827 for those between 46 and 64 and to $8,117 
between 66 and 64, In the farming ai-eas adjacent to Michigan metro- 
politan areas, the same coverage was $2,661, under 46 ; $8,790, 4i^ 66 ; 
and $4,180, 66 to 64'. Even plana with deductibles are expensive. For 
instance, the 1988 f anyly rate in Kansas for insurjids aged 40 to 44 with 
a $600 deductible W$778. 

The rates illustr&te tlie hi^h out-of-pocket cost that farmers pay. 
Remember that they take no deduction lor this cost although their in- 
town neighboi's who work for a business that provides health insurance 
can receive the same coveragfc tax ft-ee. Also, bear in mind that the Tax 
Equity and Fiscal Re^nsibility Act eliminated the $160 deduction' 
for health insurance premiums tliat all taxpayers could have applied 
against the cost^jjf their health insurance premiums. 

The farm bumu recognizes that the Joint Economic Committee 
has no jurisdiction over specific . legislation. However, we draw the 
committee^s attention to two bills, H.R. 3487 and S. 2868, that allow 
the self-emploved to deduct one-half of health insurance premiums as 
a business deduction. Farm bureau membei^s acix)ss tlie counti7 are 
working hard to gather support for these bills as well as others that 
would eliminate the iiiequity that exists in the tax treatment of health 
care insurance. 

Mr» Chairman, the farm bureau is also actively support!^ chahges 
^^n the medicare proj^ram. One of the biggest misccoiception^e puUic 
"flViow has about medicare is that it covers all of tVe elderly^ inedical 
^expendituVes. Tliis is an illusion. In actuality^ medicare covers only 
44 percent of thp elderly^s costs and only 30 percent of physician costs. 
This stems partially from the fact that a pnysician is free to charge 
a medicare patient whatever fee he detc^rmines reasonable for the serv- 
ice rendered. Medicare, on the other hand, also sets what they deter- 
mine to be a reasonajble fee. Usually, there is a wide discrepancy bfe- 
^ twcen the two definitions of reasonable. Present law requires a 80-20 
copayment between medicare and th^ patient. This means rfiedicare 
pays the physician 80 i>ercent of what ii\edicare^believes to be a rea- 
sonable fee and the patient ia responsible for their remaining 20 per- 
cent. The problem then arises as to the diflference between what medi- 
care determines reasonable and what the physician determines reason- 
able. This amount must also be paid by the patient and is the major 
> reason that onrlv 80 percent of physician's cost are actually paid for 
by medicare. Often obscured in the medicare debate is the cost shifting 
' Ji^' medicare health benefits to private insurers and individuals. This 
^^should be noted. , 
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Congress n^qiiiros hospitals, nursing homes, and home health agen- 
ci^ to accept medicare reimbursement as payment in full, Farm 
bureau supports the idea of iwjuiring physicians to accept assignment 
in ali cases as a precondition to treaUng medicare patients. We rec- 
ogmze the argument that some doctors mhy choose not to treat medi- 
care patienta JDue to fhid fact thatttlie elderly now represent 86 percent 
of the average caseload and due to ethical standarcte, we believe that 
most physicians will treat medicare patients. We alsq i*ecognizc tliat 
patients not cov^ua^d by medicare will be paying higher costs for medi- 
cal services as well as kigher medicare taxes. 

Mr. Chairman, I want to conclude this morning by assuring you 
that farm bureau does not feel we can rely solely on the Congress or 
the Government to solve our health care problems. Wo have tried to 
develop programs within our own organization to help solve these 
problems. 

The American Farm Bureau Federation has had a nme-member 
rural hoalth advisory committee in existence for the past 8 years. We 
also ^nlist the services of a sevei^membor professional advisory group. 
Twenty-five State fahn bureaus will Iwve^dvisory committees ac- 
tively involved in i^rograms by the end of thi^ar, 1984, These com- 
mittees give direction to negotiations for health^surance contracts 
covering memberships and to programs and activities to increase mem- 
ber understanding of health care costs and ways to rttduce tl\em. 

Volunteer niemDer support is evidenced by the number of programs 
and activities ht which the members participate ^countv and State 
levels^ In the nast 2 years/more than 280,000 indmfliials were tested 
for high blood pressure at farm bureau functions, fbirm bureau re- 
ceived national recognition for the efforts of this prorfam and others. 

Mr. Chairman, it^s been a privilege to come here before this distin- 
guished group and you and ask for the consideration of your commit- 
tee. We assure you that farm bureau will continue to do whatever they 
can to eliminate these problems* Tliant you very much. 

[The prepared statement of Mrs. White follows :] 
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PREPAEKt) Statement or Mrs. Bkbt Whitk 



Mr, Chairman, I am Bart Whlta. l am hara today Chiflrroan of 
th« Amarloan farm Duraau woman's Commlttaa and a mamba): of tho A^BF 
Boatd of Dlrtctora, My husband and 1 farm about 500 ac^es «nd r/al«* 
Hartford cattla naar Bailay/ Mlnalanlppt, 

Tha Amarloan farm Buraao radaratlon is the nation's largaat 
ganaral farm organization with a mambarthip of over 3,3 million faml- 
llat In 48 8tat«« and Puerto Rioo, Pollciaa of the American Farm 
Burtau Fedaration are determined annually after being atudied^pdabated 
and approved by a majority votf of its members at oounty, atM^ and 
national Farm Bureau maetlngR. Tha ianut befora thi« Commitclt is of 
great concarn to Farm Bureau mambors* 

Mr. Chairman, rising hejifth care oocts place severe atreao on the 
pocketbooks of all Americana. Much haa been written about the 
individual, aa well a» national, crlaes that have arisen from 
expansive health care oofverdQa, While much of the media attention haa 
baen directed toward the exhorbitant exoense of aophiatloated medical 
tachnology, fees of health care professionals, and the high coat of 
hospitalization, very littla^as been said about the steadily rising 
coat of health insurance. Tnis cost has increased despite the use of 
higher deductibles and decreased coverage. 

Farm Bureau reoognlxeo that the basic economic problem In rising 
health care costs la that the industry has shifted from one in« which 
the private sector accounted for three~f ourtha of all haalth care 
costs to one In which tha government — federal, state and local — • 
now acoounta for 43 percent of all health car* expenditures. 

No group is more aware of the financial grip of health insurance 
than »elf -employed individuals,- particularly farmers. Together with 
employees who do not receive e»ploy#r-f inanced health Insurance, the 
nation's 7.8 million self-employed business people must confront the 
sarlous inaqulty that exists in the use of Income tax deduationa to 
aubaldize' health insurance for other groups of workers. 

While the Intfrnal Revenue Code permits^ an employer to <X,eduot 
employee health insurance premiums as a bualnass expense (IRC 162) 
and treats the premiums aa a tax-free ftlnye benefit to tha employeea 
(IRC 106) r this type of tax treatment is not ' available to the aaXf- 
employad workep who 9ets no wrlta-off, but who must than buy health 
inauranca with after-tax dollars. Currently,* the only way a 
aalf-enployed Individual can deduct any amount of health Insurance 
coats ia If the premium ia Included in an aggregate of itemized 
m«dlcal expenses constituting more than five percent of adjusted qroaa 
incoma (IRC 213) , 
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Th« denial of a dedoctlon it app«r«ntly d^'autt« h«Altb Inauranoo 
l0 opn9ider«d a p«raonal Axptna* rather than a busin«a9 «xp«n»o. 
racni«r« and rnnchtre dlaagrtte with thli «hort-8lght«d roaaonlng. 
Farmer*, like other n^lf-einployad aroall bunlneosaa people, conduct 
business activities both as eroplovers dn<3 employees » The wbrX 
•nvlronment of a farmer Is of ten. hazardous, and not inCreqaently 
presents dartger to life and llnuV from the uoe of heavy equipment 
and chemicals. InSur^ance Is necessary to cover the coots of unex- 
pected injury and lll^ness stemming from the farming occupation. It is 
a Cost of doing business that farmers oannot be without*. We believe 
it is a reasonable request that a self-employed person be able to 
deduct his or her Insurance premitim as a boslneso expense. 

There is also a question of equitable tax treatment among farmers 
who have ^dl f f erent buolness organizations for their farming 
operations. A farnfer who is a sole proprietor or ia a partnership 
cannot deduct the cost of health insurance premiuroifas a business 
expense. However, If the farm lo incorporated, t]i# farmer can be , ^ 
claealfled as an employee of the farming corpoi;#'ETon» The 
corporationr as the employer, can deduct the cost of health insuranoe 
as a business expense, and the ^farmer, no the employee, can receive 
the health insurance tax-free./ 

The vast majority of farms in this country are operated as sole 
propr letor ships » The 1978 Census of Agriculture indicated that 98 
percent of all farms with salee of $2,500 or more were sole pro- 
prietorships, 10 percent were organized as partnerships, and 2 peroent 
were incorporated. These figures translate 1 nto' apprpxlmately 2.14 
million sole proprietorships operate^ by farmers. 

The Conunittee will be interested in the amount of health 
insuranoe premiums that farmere pay. In Iowa the 1963 monthly cost of 
conprehensi ve major medical group plan inourance with no deductible 
was $84«15 for a single person and $185^27 for a family. This equals 
$1,010 and $2,223 on an annual basis. 5n Mlchiqan where age and area 
ratings apply, the annual family rate premium ($0 deductible) was 
$1,902 in outsxate areas £or insureds under age 45* The annual cost 
jumped to $2,827 for those between 45-54 and to $3,117 between 55-64« 
In the farming artas adjactint to Michigan metropol^itan areas, the same 
coverage was $2,551 (under 45), $3,790 (45-55), and $4,XB0 (55-64) • 
Even plans with deductibles are expensive* For Instanoe, the 19|3 
family rate in Kansas for insureds age 40-44 with a $600 deductible 
was $778. 

The ratep illustrate the 'high out^of-pocKet 'costs thfit farmers 

Tay« Remember that they t«vKe no deduction for this oost although their 
n*town neighbors who work for a business that provide^ health 
insurance can receive the same, opverage tax-free- Xlso, bear in mind 
that the Tax Equity and Fladal Responsibility Act eliminated the $150 
deduction for health insurance oremiums that all taxpayers could have 
applied against the cost of their health insurarxje premiums. 

We believe that the following arguments support a legislative 
remedy to this p^roblemt 
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Km pr«vlouily rttntioniW, ^th# ftaoral govtrnmant i5 lubslditing 
h«iilth Iniuriinot for taxpayari racalvlng •mploy«r-f inancad h«alth 
Insuranoa at tha axpanaa of two other *aroup» of taxpayara who cannot 
tax acivantaga ot currant tax coda provUiono: (1) Salf-amployad 
taxpayatQ 8uct> •» farmer o ^n^, (2) Employeoo who mu»t buy their own 
coverage. 

Kven if Congreac raatricte the oui'renX tax-free atatua of" 
amployer--f inanood health inaurance/ the In^uity will remain. Thoae 
employeea currently receiving »\)ch bilneflt vyil continue to receive" a 
oartain level of coveragji tax--fre«^ aince all\or a portion ot the 
coverage will fall below the tax thralohold amtx^uit of $840 per indivi- 
dual or $2,100 per family Jas propoaed by the Administration, 

. 

PRBCBDKNT 

Th^ Social Security* Act amendments of 1993 took a atep to help 
achi'ava equity between employera and the aalf-aiiployed In Social 
Seoutrlty tax treatment. The new law providea piat aelf ^-employed 
individuaXa will b€ able to taKe a tax oredlt for 1984-1989 againat 
the aelf-employmant tax that -they rauat pay. Aft<»r 199(), a new syatem 
of Income tax deductions will be available to aelf-employed taxpayeru 
The deduction will be equal tp^one half of the amount of 
self-employment taxes paid for th© taxable year. 

i 

,A <Jeductlon or credit for the coat of health inauranae premiums 
could be patterned after the cred I ta/deducElona enacted in the Social 
Security leglslabion. 

RISING HEALTH CARK COSTS 

Huoh haa been aaid about the issue of health care insurance for 
the unemployed. The employed, aa well aa the unemployed, are hurt by 
riaing health care costSf particularly those in haxardoua occupationa 
auoh aa farming who may pay higher premiums because of higher rlaka* 

HIGHER TAXES COMPOUND CASH FLOW PROBLKMS FOR FARMl^S HEALTH 
XNSURANCK DRDUCTION\CaJJLD HELP EASE THE PROBLEM 

^ '**' 
Farmera have been hit recently with higher Social Seouclty taxea 

?aSoXina t^xes/ and exclae taxes. iSuch a deduction would ease th« 
noreaslng tax burden on selt-empJlf yed people, help compensate for 
direct, ^i!t of pocket expensas for health insurance, and lead to more 
equitable t^ax treatment of haalth care coverage.^ 

Farm bureau recognizes that th« dolnt Economic Committer has ho 
jurisdiction over specific legislation./ However, we draw the 
Committee's attention to two bills, H.R. 3487 iLatJtar R, Ohio) and 
S. 2353 (Grassl^yi R, V>wa) , that vould allow the self-employed to 
deduct one half of health lnku^anoe praniumt as a business deduction. 
Farm Btl^reau members across t;he country are working hard to gathat 
support for these bill* as well af othars that would eliminate the 
in^^t^i^y that exists in the tax tre\t^ent Of health care Insurance. 
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Mr« Chairmarii t^arm Bureau is also {ictivtly supporting changtts In 
the Medicare program, one of the biggeit nd^econceptions the public 
now ha9 about Medicare is that it covers all q£ ""the elderly'a medicnl 
expenditures. This is an illu«i|,on. In actuality, Medicare covers 
only 44 peiffeent of the elderly' s c<J»ts and only 30 percent of 
physician costs. Tbia stems partially fjtom the fact that* a phy«lciari 
is Cree to charge a Medicare patient whatever fee he determines 
reasonable for the service. rendered . Medicare ori the other hand/ 
sl«o sets what they determine to be a reasonable' fee. Usually, 
there is aCvtide discrepancy between the tj^o definitions of reasonablQ. 
Present law requires a 80-20 copayment between Medicare and the 
patient. This means Medicare pays the physician 80 percent of what 
Medicare believes to b^ a rea^otVA%le fee -and the patient ia responsible 
for thBir remaining 20 percent. The prpbl'em then. arTses as to the 
difference between, what Medicare determines reasonfible and what the 

hysician determines reasonable. This amount must also be paid by the 
patient and is the major reason that only 30 percent of physician's; « 
cost: l^re actually paid for by Medicare. Often obscured In the 
Medicare debate is the cost shifting of Medicare health benefits 
{costs} private insurers and Indlvidvials . 

I shoulid point out that only 52 percent of physicians are willing 
\o accept Medicare paym>9nt as payment in full, and only 20 percent of 
the physicians nationwide accept .assignment in all cases* Thirty- 
five percent of the nation's physicians never accept assignment under"" 
any circumstances . The refusal by sucK a large number of phys icians 
to accept^ Medicare reimbursement rates as payment in full has resulted 
In .elderly patients being required to make large out-of-pocket r 
payments for health car^.^ ^ ^ ' 

Congress requires hospitals, nursing homes, and home health 
agencies to accept Medicare reimbursement as payment <in full. F arm^ 
Bureau supports the idea of requiring physicians to accept aas igifflfFHik. 
in all c^ses as' a precondition to treating Medicare patients. We 
recognize the argument that Some doctors may choose not to treat » 
Medicare patients. Due to the fact that the elderly now represent 35 
percent of the average case load and due to ethical standards, we 
believe that most physicians will treat Medicare patients. We also 
recognise that patients not cpvered by Medicare will be paying higher 
costs for medical serA^ices as w<kll as higher Medicare taxes. 

Mr.^ Chairman, I want to finish this morning by assuring you. that 
^ajrm Bureau does not feel we can rely solely on the Congress or 'the < 
gojirernment to solve our health care problems. He have tried to 
develop programs and activities wlthirt JF'arm Bureau^-to help solve 
(he^e problems. 

The American Farm Bureau Federation has had a nine member rural 
health advisory committed in existence foc^the past three years. We 
also enlist the services of a seven-member professional advisory 
group* Twenty-ftve state Farm Bureaus will have advisory committees 
l^tively involved In programs by the end of 1984. The«e cbnunittees 
give direction to negotiations for health insurance contracts oovering 
memberships and to programs and activities to increase member under-^ 
standing of health care costs and ways to redvice them. 
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•na actlvltie. In which tU «,omb»r. p^rtlclpito at/coJ^ty anl^^t, 

r!nI?„J ^ ^ ""^ pr*«8uC« at Farm Durtau functlono. Farm Bureau 
recognition for th« .fforte of thU program. FarJ 
K- ''fu*^"" P"tlclpat«d In health falro, exhibits; jSlnt meetlniiB 
^i^^^'^^'^V^f seminar., conferences at 8t«2« annu" "^"^^ 

•rtu^-??! technician continuing 

r-i.h'^*''^' oil*" been rodefined «« preventive < 

1 , •^''"''"'^ P"'^' °' saving, in claims. Thl* Includes 

. nihi^^^ tarft. accident prevention, extrication for feMT'., developlhg 
a nationwide training program for farm operations and. families in 
first care programs, education in training In the use of farm cheml- 
h^afth°i«auir* nutrition, and a national conference on 

Mr. Chairman, we at»prw:j/te the opportunity te«tify this morning'. 
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Senator Jbwbn. Thank you, Mn^White. 
Kr. Goldbeok. 



JTATEMEHT OF WIILI8 B. QOL^lffi;CV^RESU>ENT, WASHIWOTOH 
BTJ8IHESS OHOTJP oId HEALTH 

Mr. Gou)BEOK. Thank you, 4-1 a/^i"^^ GoldWk, the president 
of the Washington Business G^<>«1»£Wft^^ 
rery dear specific examples from l4«^K?r!^€fcrysler, I will t^^^ 
dvo vou an overview of the businoss\cir<iumstances m the United 
Statos today and where we think some\|iajor corrective procedures 



You have a oliart there that suggests that the total cxpenditui-o by 
business is going id be $70-plu8 billion. It is important »' 
that that is only a portion, indeed not even half, of wha business 
---spends on medical care in America today. That's only what is re- 
lated in group insurfthce premiums. That does not include work- 
«wn'9 compensation. That dSes not include di^ibility. That docs not 
include roLbilitation. That does not include self-paid Programs 
That does not include a lot of the solf-funded progvams in small 
businesses that have no reporting responsibilities t» the GovornnuM^^^^^ 
It does not include corporate medical departments, occupational 
safotv and health programs, ad nauspum. ^ 

So; when you hear the giant numbers that are put on the table 
evei^'n^w'^hey are hi fact fmall compared to the total numbeVs with 
which the Congress must come to grips.' 

Waste and excess threatens not only the companie^ you hear f yom 
such as Chrysler and Ford, but threatens the medical JP^"st»yit«) f 
- because it will not be able to contipue to be '^./^^^{t^ /"^"Tl^' e 
is being attacked from all sides with the necessity of change. Fhe sam«j 
. wasto Snd excess threatens quality and access to . , 

I think Congress is going to have to recognize that we w dejl 
with rationln/in America. The qiH^tipn is,liow 7« J'"^j^«S 
with it. not Mdiether we will deal with it. In many cases, the pri^fate 
^tor wm V involved more onerously tlian anything the (Joven.- 

Tiu^sro'fft'orfxample. The most successful heart transplant 
nroirrrm in Amerif a, at Stanford, is in large part successful not ]ust 
Kse onifersu^^^^^^^ skills but because they have two very good 
S noLdv over the age of 60 and nobody who has other kinds 
S c^mplSng medical p?9blems. That's a ratioiial kmd of rationing 
from tL staiidpoint of that particular umt of^are delivery. It also 
raises many issues for the Government to con^der. , ij, „ 

Wo 3 an effective hew definition of what we consider to be a 
auSs Effic^rcy rather than excess; self-reliance rather than sub^ 
^r^Sce ta expelrts, and prevention more than cure Success must bo 
mSVed by how little ca\e we need and by the outcome-of the care 

of 1st ffing were lustified on the merits of «}f/"<l>Va^ "fj ^ j 
A Coat shiftinir is simply a matter of taxation without havmg to ^ ot«.^. 
^ 8hm of costs by Wernineht does - W^.^^.^ 3d th'e 
Congress or the administwition can suggest that they have savea ine 
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N»Uon money, ^hen in fact that will not be the cose imlosa there's been 
the kind of systemic change that Mi-. Califano and Mv. iSholton were 
taljung about. 

k:S Vf^. ^'^^ hearing in the last few weeksmnd months that 
. bu^ess ought to just look out for itself. We've heard Uiis from some 
Members of tonirross. We've hoard it from sonxo momboi-s of the ad- 
ministration. Won, 1 want it to bo clearly on the record that our organi- 
zation and Its members do not believe t^t business should only take 
care of itself as though it was isolated from the rest of the economic 
and medical care circumstances of th^ Nation. To do so would al»o- 
luteiy bankrupt most coijimmiity medical practices and facilities. 
Many^cpmpanios could do just that today and it's very pleasant to 
note that they chose not look out only for tlieniselvos. ' 

Everybodv is following tho^conomic incentives placed in front of 
tnem I thiidc It IS reasonable to expect that as we change the economic 
incentives people will continue to comply with the economic impera- 
tive. l>ojng so raises at least a couple of what we call mytlis that the 
Congi-oss will have to grapple with. Individual companies have grap- 
pled with them as they changed their own plans. Boi*<ffit phms that 
now and in the fnture may restrict g^e choice of the providers to whom 
the individual employees olid their families may go, is an issue very 
iniwh m ^he forefront of mdWicare and medicaid considerations as well. 

Ihece is no such thing as freedom of choice that has any meanhig 
absent real information upon which to make choice. Our public today, 
including you and I as ia<ji|riduals, has no ability to discern among 
providers on the basis ij^^Jublicly available information, comparing 
price, quality, and service. In fact, we are often told th«it there is no 
real way to measure medical quality. , / \ 

^^^^'s "o way to measure' medical quality, then nob<^ 
j" have any complaints about who the giver 5s of the medical pK- 
ccdure. We believe very strongly that there must be systems to measure 
medical quality, as complex as that may be. Wq have to recognize that 
there are no real markets unless the|e is a free ahd open flow of market 
information so that the buyer is ofl a parity basis with the seller in 
the purchase and sale of medical <;are. In that sense we are not dealing 
with anything any different ^\{in anv other product. 

"•^^o something soon alwut the wastfc, then the ultimate 
availability of health care will be threatened. Your *wn State of Iow»^ 

taken a lead by tlie passage of the data access hill* This movement 
was led by a group of employers in Iowa. If the rest of the*^State8 do 
-not do something iijimilar, Ave will be forced iijto the worst kind of ra- 
tioninjf. 

With the ri«*ht kind of publiolv available information, we can ration 
intelligently We can discern who are. the efficient, high quality pro- 
viders ^nd design the economic incentives to toTvard tlwm for what 
they do well, leaving the others to eithef Improve or fall by the way- 
side through othor normal economic competition. ' ,•• 

It's considerably preferable to have this kind of ratioirkig than to ' 
having a congressional committee or a Government agencv deterroin- 
mgwho on the basis of age or wealth ought to receive sppcific services. 

Th9 other question that is often raised ig whether or not, because one 
begins to miinage costs, quality must automatically be reduced. We 
see np evidence of that in any of the programs that are available now. 
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Comp»nio8 that wo'vo worked with aroiuid tlie country can exhibit 
savings of 20 to 40 i>ercont if Uioy will become aggro^ivo Rbout cost 
managomont. Thoro is no itsason why medicare or any btherT>ropram^ 
cpuldn't do as well and tJiereforo reverse the pressure of econonuo m- 

The excess in medical testing documented in jojirnals— the excess m 
^ length of stay, the amount of medical proceduixw that are done m may- 

* propciate settings by inappropriate level of prpvidem-all leave ample 
opportunity for us to make corrective measures and unpi-ove quality, 
not reduce it. Excess hospitalization is not a benefit. It is an unhoalUiy 

^"you asked in your letter about cost. I suBpect we are heading toward 
15 percent of GNP by around the year 2000. If you look at the trends 
in aginir and the technology and other factors that are exogenous to the 
health care system, tlvat is a highly likely direction, if not finite num- 

• ber. I would caution you that following the historical trends wid the 
statistical norms is a very shaky business because they are pr<Sdicate(l 
on allthe waste in tlie system. j- i " m.„ 

If W6 really want to exercise good surgery on tlie medical care ^8- 
tem and ita costs, we must develop cost management strategies that 
involve the public and private sector working in tandem and ai-o predi- 
catocl on four basic prmciplos: Rewarding elllciency, investing in pre- 
vention, defining outcome standards, and guaranteeing acceaj) .to in- 
formation so consumers at both the individual and the aggreafcto level, 
corporations, unions, governments, and association, have tMe ability 
to discern among competing providers. -J' 

Now I wouldlike to suggest to vou Uiat tbere-jire a varicf y of stcns 
that can be taken by Congiess to facilitate tiiese changes, blth m 
and subsequently from 1985 to 1905 or thereabouts. A numwlr °* ^"^^ 
are identified in the testimony and I will Aot review theih all, but . 
liiercly point out one or two that are on youl^ agenda right «ow. 

The FROvProfessional review orgajiization, regulations are coiAin^ 
out stipulating that nobody is supposed to have access to physicians 
specific information, obviously a ^e vice designed to P»'otcct not the 
coiisumer, not the Congress, not t!ie Federal budget, and surely not 

Ford and Chrysler. . « • „*„i rio 

The Social HMO program, the first major experimental oJfort clo- 
aigned to provide co6t efficient long-term care in America, the result 
of private Investment with cooperation of HCFA, is being put on hold 
by 0MB. You can correct these problems. - • . a^oK 

The list is lengthy. In the^years to come, wo can elimmate the prjb^ 
lem of defensive medical practices, which is understandable given 
the current malpractice situation, by establhihing either on 
wido basis or a State-by-Statc basis-a mediVl malpractico arbitra- 
, tion system that will remove the issuS^from IhV tort system. This is 
wSg in at least two places tnfinitely bette/than the Nation as a 
whole, in Hawaii and Wisconsin. - . ^. 

other aTiQns include removahof State barriers to "^Coti^t'^K.^ 
^ , arranirements which many companies nre now '^'^f "^^"f; "^^^ 
. including any pxtra percentage inc*ases m PRO riiifi9^ox tpchnoloffy 
wh h Is^suppLd to be cost effici^t to begin with. These wouM Jc 
simple steps thatxould l>e taken inihe very near future find contribute^ 
to the total cost management. . . 
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Finally J Congix^ss should bo^in a process — ai\d it may very well bo 
thix)iigh Joe Cttlifano's coinnnssion or soino^ otHor structural meth- 
odology that seoms appropriate — to consider the changes in medicare 
benefits that would be at least as dramatic as the changes Ihst year 
in medicare financing. If one was to start today and design «k Pi^-- 
grani to serve the elUerly, we would not end up with medicare. That 
was. designed to serve tl\e providers and help tlie elderly. If it^s to 
seo^e the elderly, it ought to deal with chronic caix) and long-term care. 
It ought not to exclude the custodial benefits which the greater part 
of the care given at hospitals yet are ui\reimbursable whdn given at 
home in cost eflicient and humane settings. We alreadyfliea^; threats 
about iwvoving or reducing the hospice prograu^ before it hardly has 
a chance to get started. 

Mental health oare is rarely reimbui'sed in those subacute facilities 
which are u\ore cost effective and not at all worse f rolp a quality stand- 
point, based on some, 20 years of oon\parative studies. 

We could bring about a long-term care IR^we could start a pre- 
vention program for the elderly for wliom there is absolutely no oio- 
logical i-eason to fall apart at ace 66, 

I would hog[>e as yo\i look ahead you really look ahead, not just to 
11)84, not just tx) the next election, but to the future years. After all, 
wo are still tinkerinjp with the results of the decisions made in 1966. 
The decisions made m 1984 and 1986 will have a long, long life^They 
ought to recognize that the society which we will be serving will not 
hi\ the family of today, will not be the classic nuclear fhmily, and will 
not have a family doctor. We will l)e dealing with entile new types of 
medicine^ entire typos of new medical technology. The hospital will 
1)0 the minority cate giver, not the majority care giver. 

All of tliese things suggest that those who emerge as real leaders in 
Congress will be tliose wno are willing to take a more future-oriented 
l>ei-8pective than is the norm. 

In closing, your tai^ requires seeking a balance betweeh competition 
and regulation, Makin^^ market forces work is often a process of also 
making regulation work. You would not have full disclosure in Iowa, 
f<jro3tampTe, were it not for a new law. Seeking balance between mod- 
icinTr>«4hcalth. We are kidding ourselves if we continue the abyH^ 
imbalanceliwt Joe Calif ano referred to with 96 percent of our ^vM^L 
dollars goingj^ care after the fact and 4 percent going to prev^BI^Jf 
pfobem* TluraT^a problem we can correct toda^. 

We musf also Wok the balance between public and private respon- 
sibility^ iiot w fikt ot* by cross-shifting, but by a rational process of 
policy d/velotineik, . 

Finally, w^can^iot avoid the difficult and often gut-wrenchinir but 
essential procoSs of seeking balance between economics and ettiics. 
When we talk about rationing, we'i-e talking about the values of a 
socioty, not just the economics of tlxe health industry* And jugt^as busi- 
nesses look at their bottom line with great scrutiny and increased care 
^hese da^s^ we, too, must also recognisse that the onlv w^y in Ametica 
to make profits in the future is to have communities t)\at are physically 
and emotionally healthy and economically viable. We need a totdl 
j)erst>ective of working together. Thatik you very much. 

[The prepared statement of Mr. Goldbeck follows;] 
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You iire tc^ be comfflS^,«A for caJUno thiti hoAring tfo thnX , to^)oth«r. wfj 
m«y ponder n true dll«ymmn: th© economic problGmo cnuaod by th« growth 
of our moot economlcany oucco»»ful lntfu«\:'Y 'How IronAc th«t, «t th« 
very time whon our nation's oconomlc problems *nc1 Jin(Sustrl«I docnne ' 
ar» the focus of world attention, wet fmd oursoJvos convonfcd to dovise 
•trateoJns .for slowing one of our few growth induatpJet, Dy every 
• t«nd«rd of f?conomlc growth. the heciath cnre Industry is n raging 
»ucce»«. Un^-ortunateiy, that »uccei9s ha<» been^basod on a whoie variea 
j>t faulty ^economic principles, Ignorance, and nVths. . Farther, we muat 
change our definition of success or else the JPailurb!> of the pa«t will 
- preclude achievement of the wonderful future we all want to share. 

Km President of th"^ Washington Buftlnesn Group on Health, it le my 
reepon»lbili ty to exj^mipf health In America from the perspeCtTVe of* 
the very large employer. Our membei-s^purchase care in amounta that 
etagger the imagination , as their benefit plans annually provide for 
nearly 50.000.000 eroployeea, retirees and dependents. However. it 
would be wrong to proceed under the assumption that. In the health 
care economic debate, there need be public vs px-lvate eector; 
management Vs labor; provider vs consumer. Only by r«>cognlzlng the 
mutuality of our long term interest will reaponalble prograwe be 
possible. 
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Proor«»» 10 \t tfwrvifd wh«n th<r f^d^ra) oov«rnm#nt claims oavlng* that 
in fact nrv nothing mor* than •J^l(ft«i In co«t tO^othor pay^ra or 
lncro*se« In poverty for wjtilch* futur* Conprttft||re wlU be hold 
flnanclnHy accoutuablft . 

Progrc»« S« not tjcrved If Ittrg© omploycrai act oniy to protect fhlti 
year's bottom line and forget that their profits are ultimately 
dependent upon communitioa that are economically viable aa a whole. 

Progress in not s^ved by tax pollclea which reward ther'" largest 
oompanica for adding to rich benefit* and alao reward ^©mall employer* . 
for not providing benefits at all. 

r . , 

Progreeft la not served by unions thAt fight for the preservation of 
benefit;*, which we fcnow today are poprly designed. economically 
wasteful and popular only becautie of the mlaoonceptlon that there Is a 

r. 

positive relationship between the most ex-penSlve hospital care ^n^^ 

M 

high quality care, * 

Progress le not served when providers pretend they are the only ones 

with a right to comparative information or that somehow t^\elr Industry 

should not be subject to the »^m« requi^f emontr? of both econonlc 

competition and government regulation as the rest of our Induetrlal 
sectors. 
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Jfhp)oy«r9 who hnv« ©xhlbltod l««der<*hlp in co»t m«nipaotnvi^j|||0tv<» hurt to 
»tr\ioO(a«. with fciver»l myth* thwt to this d«y imp»do-^« pfoorodti of 
many oth«r» Jn th» public ti4 w<t I 1 «tt prlv«t« seciore. / ^'j^ 



ror*1no«t nmono th« myth« im thit concept of "fruwdoin of choJlci>," It d0 
tru« that w« hJivw thl» IooaI frf?oc\om to uo to any doctor or hoepltnl 
we want. However, for mo»t of u» thi* freedom <iffer» HttJe mom thAn 
paychic duccox'. When thV buyer of * pro^urt: or service denied «ny 

quell.ty or price Information' upon which to make a comparison among 
• eller* th«} freedom to select la more rhetoric than value. Thi<9 le 
trut with any product and the medical Industry le no exception, k^k. 
your^elve*. rloht here in Waehlngton, If you have reftdy accesp to 
hpepltal Infection rates. Iatrogenic dl^aaee rntes, morbidity or 
mortality rates per dl»gno*l» or oven price per procedure. Where do 
you get the phyelclan epeclflc A^iformatlojvthat would be coj^iparable to 
wh^t you would.-ilemand from the »ell«r of Ay other product? Do yOu 
know which hoapltal* In the krea dojthe volume^of open heart eurgwry 
that reaulte In the best outcome«; or which hoepltfcl has the momt 
m*dlc«lly npproprlete lengtHa of staV tor normal blrth^; or which do 
the .leaet unnecessary l«b toeta . . . \he Hat le endleaa, 



The point here le ^not to fiugo^st that quality Is easily meHoxu'ed or 
understood, rather It is to state clearly that real freedom is 
dependent vipoo real knowledge; real markets are dependent upon open 
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acc«r«i(i to m»»nlnoful infor«ntion» 

Tor you policy m•k*^r• «nd w« pxflhchA»er8 th© av«l 1 «ibl 1 1 1 y of 

quality «t«ntiArd«^nd m«adure» ha« another vital function: a9a€i8»lna 

the Impact - on health and acc»a« to cnt« of our coat managtrmnnt 

\ * 

stratuglott. 

Predictably. th« mor« goverrfm^nt and prlt>ate payora bocomo dom»ndlno 
purchai»er9 the mora the provider* are oolng to rcelst. Everyone haa 
beon responding logically to their economic Incentlvet? and there i» no 
reaoon to expect this to change. TypltfaJly. thoee of ue who advocate 
«ggre»»lve coat fffKriagement are ch*frged with not having an Intej-eat In 
qiyallty. TMa 1* the aocortd myth: to have coate , control 1 ^d 'cjuallty 
wuat be reduced. Not true, COet managertent mesne getting people the 
care they need In the moat appropriate aettlng, frOln the most 
appropriate provider baeed on an economic ayateni that reward* the 
efficient. There la no poaltlve correlltlon betvie^^n the moat 
expensive care and the boat care. Extr* hoapl t«l IzHtlon la n<^ « 
benefit. It la a dlatlnctJy unhealthy rl^k. Lab teata dpne due to 
habit. Ignorance. economic Imperatives or defensive medicine are 
unforgivable. We need i^t -spend billions on hoapltal expansion when 
we know other aettlngo would bo leas cootly and bettor for th« 
patient. We need not accept the wld« diversity in phyalclan practice 
patterns whan we have evidence of efficient practices with excellent 
medical rcaulta. 
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No. co9t m»n«o*m«nt J« not th« bioo«*t thr»«t to quality, - Quit* th« 
rtv#r»« U truu for If w« do not adopt a cono^rvat Ive putt.rn of 
r«»ourc« conmumptlon w# will rueh into •xpliclt rationing by mgw 
und/or wealth. Fa<btfffH^t,h thftoe two choices, reipponHlbl* cott 
manngem^nt mu»t be viewed a» a protection ot quality und aceone. 



■\ 

Projecting coata if» an exercise uftually predicated upon the analy.la 
of p*st consumption pattern.. m th^ c.ae of medlolne, I believe thle 
win prove to />e ^. fruit leas exercise. 

Vdrtuaily none of the f«ictox«. which have contributed to our current 
>ev#I of expenditure- will be present five yeara from now. Actually, 
moat are already gone o;- at least their altered atate la recognizable 
Ten examples: 

1. the change from retrospective!* to prospective pricing of 
Medicare, 

2. private purchaser^ otpployers and unions replacing an era 
* characterized by the pasf>lve payment of Insurance clalma with 

the aggressive negotiation for medical services, 

3 . the public Interest in fitness, stress control , re^duced 
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'foing. without a »upport.liig youth g*ner«t.lor> 



6. t<>chnoJo^y through tho ^p^cw program, gen«tlc eng 1 nfrer 1 ng , 
parto r»plac«mont nnct rf»Q«ner«t ion 

6. replacement of the ho$pltnl the prim«rv focus of modicul 
c«re 



7. Anformfttion that enabled th« public to 3hop for care bt%me<X ^ 
upon comparative quailty, a<s rvlce 'an^ pr 1 co measurea. 



8. \ economic incontlvo», from both the supply and demand aidoa, 
^tha^ #^TtiTe^compe 1 1 1 Ion 

9. an incrfcaae In economic constraints from factors exogenous to 
health 

10. greatly Increased pressures to control and clean up 
envlronm^fntal hazards. 

* » 

All of these examples simply demonstrate the fragility of* any 
projections. My best guess is that the pressures from aging, 
technolouy and th* ^absence of major Investment in prevention will 
combine to make costs continue ^to Increase unt 1 1 we are spending 



BEST COPY AVAILABLE 

• ■ ■ ' ■■ ■ * 

ERIC • • 



76 



ntmrly 15 p*rc«nt of our ONP. should r**ch thla iov<,l bofore the 

year 2oOO . 



I:uct'r#%tlngly. thir-K^ed not be a morbM predict Aon. Sp<»ndlno 1 iiroo 
unmounts on humtin health i5 not the wor*t thing of which « country c*n 
be accused. The real issue will be whether or not we feel w6 are 
getting an incrcnucd return, on our investmont. Today. our gyftturm im 
m^irrod by waste. Bxceea is driven by economic Incentive,^ «nd the 



absence of either propreaelve market forces or workable reo^Uat lone , / 
Increaolnoly. we dee the etnogorlng cost of care that le Inappropriate 
In terms of location or provider, unnecocnary, duplicative . ^hd even 
fraudulent. In this climate, there 1ft « national dealre to put back, 
a desire, reinforced by the overall deficit. unemploymiint and 
industrial realignment 18ruc« with which this Committee in ao 
familiar. And. reductions, are certainly achlevaljle. Nemrly any major 
private employer can reduce- their outlaya'by 20-30 percent by 
adopting a strategy of reimbursement redealgn, utilisation conttn^'le 
<ind^ capacity conatralntei In which the efficient provldere are 
rewarded, Thla la not a^new concept. Walt McClure has been preaching 
this sermon for yeare Just as John Knowles preached about prevention 
to overfed audiences of timokeVs lmpati.?nt for the|qocktall hour. The 
challenge le not to find new knowledge, rather It la to have \hm 
political ytilX to do what we know can work. 

/ Between 1985-1995 will be the dl^ficylt period. Even If we take 
effective actions. there will be a i«S^time before the exces. l» 
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r*d\ic«»<!. ^ b#^o>» phyniclftna pr«ctlc<j pattux'nq change to comply ^wUh 

ro»pon«nir.vV nrytlonci} «t*nd«rcli». before tho public Is oducntov) to bd 

^more pfuc»<rnt both An thoiV lifn stylo arui An thoii consumption of 

tftttrtlcn) r*odui-c«o, bofore ther« An «n appropriaiQ mix of provddertt nnd 

Institution* compfttlno openly on th« bfkujo ojT quality. service and 
price, ' *^ 

J 



Reifcl l^tiOHl ly. Ihl5 in nftt goino to be « year of fnBt action or high' 
drcim» in feder^cil health legislntAon or regulation. Nonothe}v«9 the 
year 'need not be wasted^. There are aaver«l stops the (/ongrooe can 
take immediately \hat addreen the basic principals of: 

K. Increasing market force* by IdentAfyJng and rewarding 
effjcjent provl<Jor » ' , 

B. Improving our ability, a' nation, to aasure acce^ (To 
^ the appropriate care for all In nA^d 



C. Buetalnlng- th« exccUence of our medical syGtem while, for 
the^ firat time, making a balanced Inveatment Jtn 



px'e vent Ion . 



BEST COPY AVAILABLE 



V 

37-26.4 - ^5 - 6 | ' 



78 



In no special ordor, Congrcds should: 



1 



^laelosure 1 



Qtatos within Chroo yo^^rs, have a 

V 

least AS strong as the Iowa modol. 



Prevoat th<> > ^uof oeei ona) 



Organ IzatAort pro^;r«rt 



Rev icw 

rUQulatlon, beinCJ v^'*^*'*^*^ commont thi5 week. fro^Q 



protecting the i^elease physicl an -spoclfic price and quality- 
Information under the 'guijie of - confidentiality. No other 
■ f?uppllGr to ^he government is allowed to hide its costs, 
pricffs and measureB of quality o f f ect i v^ness and theLr existTe 
nO tlpOClal^ reason to extend this unheal thy 'and economically 
' urijsound" protec t loh; to physicians. " \ 

.Supl?cn*t tm^f»tJirr~ of. the,. Social HMO long t^rn\ Caril^, exp<f rlm^nt 
^ 'now V being held up by 0MB despite years of 
prlvate'^se^tor and Ihe support of DHHS , f> 



In^stment by the 

t7. 



Clarify ,tha^t the recent - 
'SSpendlKy ■^^iicc6unt8 not 

itive benefit deslgn*i9 




e7d th 



memo on Section 125 flexible 
the progreeaive development of 



Ich encourage consumer mult Ipl* 



cho-^jfT s<^lf -ve^pbnslbl 1 Ity and prudent purchasing. 



' i.^lRjBnew Vt\e Educatl^al^ Assistance Rrogram 

style w^J^k^iti? wejln^ss programs.. The^« are the kinds of cost 

i¥ct 

c 



which InciVided life 

• . . _ ..J. V,. "^-JM 

-ttef fi^(#ctive investment that the l^KS , after years of analysis, 



i 
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. d«t..pin,d. in 1963. It «^prop.,«t« to suppo,.t. N.lth.r 

«n,.v.a« no. _th« errect.veneso-nor the for prev.tlon, 

have ch,noed . lef, r.n,w-the support, . ' ./ " 



P.O. ^TC r«,uthor..«tio., buawhich doe^ 'not prov,;« kny- 
.x«.ptIon fo. the professions. TTdo otherwl.^ wovUd be ".to 
make „ mockery of the C.ngrea.. avowod coric^n tc^ ^edlo,!,. 
c»re costs ot- c9mpeiitJve markets. " * ' 



7. Hot,bnsh ».new heMth pl»nn.„ jpr.„,.. th.t Set. ^the n«ed« 
Of the next ten v»«r. , Such , pro.r,. ;eed; to ^ave 
considerable .tate „nd local ■ control : ^ focus on the 
.e.tructurlnu ^of the delivery .ys,e. u 
dependent ufco. the ho.pUal, and a participatory procea, which 
reward. the Improvement of he.Ith 'not Just ».ni,l "of 

construction. \ 

-• If the CoW-a»^,.ve, aerlous "consideration to cat> on t]^ 
amount Of rn^urance provided „ an" empi;^, -'benef 1 1. .^Mah l! 
tax deductible. then J 1 1 fe style and ^ prevent lo. pfo™ ' 
provide* by e„p,loyers ,nd unions ^o. corporate medical 
.^.pavtn^nt, "houl^ be exempt . ^ To da ,p „o„ad send , clear 
. -i^nal that ^he oovernment ^,ce,' a hl,h va^ue' on the future 
health Of our residents and r.coonl.es th,t lono t*.™ co.t " 
management, must involve t^e- prev.ht ion of. i 1 In..', when.v.r • ' 
.that capability exists. Takin, this step would . b, no ' 



80 



radical, ■nd>,no dramatic In Ita Influence. than th.« 

orloinal d»cA»ion to uae tax dcd^tlons a mcan.s • f<:^^ 

<incouraolno th© spread of medical insurance lta«lf. _ 

Eliminate ail yovo rnmen t sub a idias for t obacco* y rowi ng and 
praduclion. s 



30. Provide the Proapectlvo payment Assoosraont Commiasion with a 
bvidgdt i^«quift# to me«vJ,lt» mandata. That oroanlzation muat 
have a, quality, depth and -durat ion cornmenaurato with the ocale 
of the investment it seeko 'to px'ptcct. 



Starfing next year ,* we enter the Jinalfour yoa^« iTi wh4ch it will b* 

* ' ■ 
poasible to act before Medicare so 1 f -dest ructe . It will be^to all our 

\ ' ^ " 

ad\/antaOe .^f Conorens will view, thie aa tk block of time rather than 

foviTv "^^SH^t* y«ars . Cojnpononta of a leglal at 1 ve\^ t ji-ategy should 
. 4 - . . . Ny 



1. increasingly • strong, incentives for tl)e ' otates tp foatcr 



convpe t i t i on anh efficient prbvidera. 



\ 
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"i. E8t*bnal,m,,U o-f m,(ncAl liability I .n»l pr<,c t Ictf ) «rbltr,tlon 

*V«t,m. m Ml tho otatOB at the ,fSd«i-«l level for 
Med i-caro . 



3. Removal o5^8iate burrUrs to noootiatod carr nr range^ioiu s . 

/ % 
4/ Charterlncr of « publ ic • pr A va t» technology a^scssmont 

Inst 1 tu t e < 



1 - 

.-IS. Conduct « review all 8t«t« rnedlc«l practice acte that 



^ 

all 81 

Impede compo tit Ion . ' " 

I 6> Incorporating cap r^i nto the DRQo . 

7, Avoj^dlng ^ny P«rcent«o„- 1 ngr^se ^ 1 n DgO r'.t»8 for new 

tochnology^ -^Uvances musf be economical ly ' ef ficl»nt Qvel; 

th«lr llfo cycln. No other Industry r«colVps a futur« price 

lncr«a8e'0Mar»nteo. for tochtiology. and medlc^lne should not be' 
an exception. . , 
„ *" ' " . ■ • 

8. ^HTfUe we d^not need another commission t\ ^investigate why 

Medicare problems, wo do n?ed to mlake' the reform of* 

* fled'lcare benefits- the focus of a national effort.- It simply 
makes no sense, either economically or from a health 
{>«t-spoctlve, to contlnu9--a program which prfetends to meet the 
•iieoc^s of^-t^ff elderly while It blatantly ignores thl!r most 

• \ 



•J 
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pr«««iho nuocU^ chronic CJir«. long turm omrm and •oclaJ 
^•rvlc«6. W« havo made proortK** In ch»nolno th« oconowlc 
principle* of M«tdic*r« but have not m^do the ooncomltant 
iidJu»tmonto to tho b<ineflt<i •o they oult viser needa rathwr' 
than provider d«m?indji . Medicare today. whil« V>cttpr than 
nothing, • a crunl hoa^f for many of the eldorly. A hyx wo 
can no lot^cjer afford. 



Corroctlvfl action mv\<it rttcognlzo that thf^ elderly arc not a 
alnple oroup, Ao the most ctfeatlve o#rontolool8ta have noted, 
there are at leatit throe cateaorlew. the yo\mp-old 
the elderly (65-76), and he aged (70 .and beyond). The* 
cateoorles are arbitrary. Some note tliat the over 84 group la 
the aeoraent that, proportionately, conoumoo the mo*t J^dlcare 
reaources. No matter. The pblnt lA we muat redesign the 
program to fit the population of the '90f» and beyond Jj^r elae 
we guarantee that wo will remalp mired in '^a moraea of falae 
\ expeotat lona , financial wa«t« and reduced atrceea . In eum. It 
should be a elmpl-e "l^olce. , , 



e.a. 



Combine^. Medlcjii^ parta h and D 



8.b. 



Combine Medicare and Medicaid • 



9.C. After* holding hartnlenft alj thoWe ^ over ftft , meane v . 
teat MedltXre^ for those with an In^me over t^e 
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^Ov«l „ u,^t unod for Soou/ Security 

. ,klov» tho oliyibintv' «9„ tb^ck to r*^^«;t th. 
fJn,nr.l»a m,cl hoaUh conditions prevAl«„t m th, ' 
l-'^i**. «8 oppoaod to thoae prcoum«cl prc9ei,rin th. 
o,rly X.^Of,. sot the on- ,n«)y«l„ of 

fut,u-, ,^•«de' no. po,| norma nor DJ^m^rtelan 
«n»ol«nc« to « hloJoolcMly mo«nlno]e^s number. - 

E«t«b)lair , health «nd medical -cAvre tra wUh-.^. y 
d,<,lonoted Mnshlp »cce*» provision for th„ 
•payment of modlca] ex^.n.o. after «"s^l„ct.d ago. " - 

D^lop a prev<,nii^on packao, for Medlcar, 'that . ' 
be>n^ ton y««r, beforo normnl Medicare 
"UolblUty and la co,t shared by participant., 
omployors and th% governraont. 

The entire mental health component , of Medicare 
noted* to b« rod««lon«d to -ncourage sub-acut. 
>**^llt.lea. .coping skills and dlrec't relmbur,,^ ■ " 
fcir non-phyalclan provider. who comply with''* 
uflllnatlon review standards. 
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g. Spoueor n \\^\ ioM\ prtxjrfim Ko :ucrOtt»i? tho un« of living 



10. Do not ron«v)^ ^^^^"^ hu^p\<.a proyi*«m In fait. thiit 

program »ho\ild bn increnaed to further oncourng© tho at-hom» 
< op^L4x>n c*!\d ro5p\to car© for klr»hlj.> »v;ppo^t . 



\\. Urcatly IncroAs^ ovipport f^>r i ti ti> ^:>MAbllaU thomlcAi 



Your efforte to s t r tko . a 'bal ance botwocin ej\pend 1 t\iros and acc««», 
laudable and necsBsary a» thwy are, will fall uniosn th« 
charactcrlat lew of our aoclety, our tachnoloiory and ovir place in th© 
world are given due consideration, I appreciate ^how hard it in to 
adjust political thinking wity{ Ato two, four and six year boundaries 
to long term needs. However, that iw the dilemma from which leader^ 

I 

emerge. > 




The year 2900 iff no further away than a new baby'* Junior year in high 
school, i.e.. let)8 than three term«^in tho U.S. Senate. Dy then the 
major global health iBouen of water, food distribution, nutrition, thu 
ronm^nt and hazardous waate will be far more significant for the 
U.Sl^>iari they are today. 
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our w.iyjf^vill hnvo erHpAudtfd cuna Idcrab 1 y t>oYC>n(5 ovir nori^ wlih\intulO 
th^ conB«»quoi\c CO ^ /J^^ "'''Y <3omeftl io eov inl l»ovie«i will l>of ne 
hfAvily ImpnciGd by dflr liicuriTione lulo i^ace a« wUl human h«3*Uh. 
Thl« h«arlno A « JwM^ held oi\ « liay wh»n IKS, ond Soviet oclentlflc 
tcwms «r«* liflird «it work hunciii*f>do of m!loa above this pleinot. The 
ffiromost conim«rrial and pence ful u»e of \ he apace ohiittle. And 
ftubaequcnt ly of apacff wtiitlono. J t» phnrmacuii 1 1 c « 1 dovolopmeni 
pr<*dUn^*d upon othorwlno unnitalnablo chamlcol^ scpfttfttlono and 
int erAc t 1 ona . 

'^n6 of the reaeono we hnvo today's coot prob^oipo lo fl^at , tho past. 

we trl«d to treat rotedical care no though It was Isolat^cd from th<s rest 

0,r our soci»a iind^ economic needs. Rarely have we 'uvor taken a 

di apii»9 lonato , p>if(p]Ah«n«lv« view of ovir medical needs. If t-;e had 
t 

dorty no, r«(»oarch into tha prevuntlon and cvire of cnrdlovascrular 
pro^^i^ma would rec<*lv© approximately ten tlm*s the resources aa those 
dcv^od to cancer.' y«t t^o revorae true becftuoe tho cancer lobby 
hAs been more effective than Ihalr hij|iM4^dlW44«_^ounterpar t a , If we 
had done so, mental health. • deal *^ "^^Bwlth hum*nklnd'6 most 

-fjintrlcate and vital instrument, would not be the financially weakest 
element Of medical care. If we had done 90^ we would not have based 
Medicare on an acute care hospital model. >mvich leas been surprised at 
the rapidly crrowlno older population. 
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A strotaoy for tho future c«n»ot afford to Ignore elthor thooe l«roer 
world l,.v,*» or the l^e^ons from our domcollc pn»t . our f«„U]y 
structure 1» no longor t ho' nuc 1 ear n t *rpot ype . tho classic f.mllY 
doctor 1, . rarity, everyone w U K^av« ,cco»s to their m«dlc«l record, 
and maaslve banka of dol f -caro data via to locommunlcat U,t> ... at 
horn. m-dJcal piof osslonale win have instant acceos to the latest 
techniques, best roocrch. total medical history rnanrdloo, of where 
records may be located, dlaanoala will be Incroaslnoly dependent on 
electronic Implants th^t warn of pendlno problpma ao well «g correctly 
pinpointing tho cau«.« of cr 1 ses , compl 1 anco .wl th' drug regimens wl J ] 
not be an Issue no time relenoo capacity lo extended to 12 montha and 
beyond. Theoe^ factors, combined with parts replacement. elimination 
or contro.l of many emotional disorder, and the ae yet largely untapped 
pot«ntlM of diet and psychological control of disease, repreaent • 
Hot-id that - we win not avo.ld Vet^re Mi prepared to enter, Unle.a 
th* „drk we do to address :.m,dlcal care cos'ts In 1004 at least 
consider* the future we can guarantee only one result: more exp^alve 
probJ<»m8 t^at could have beV avoided or ameliorated. 



ii!ifi«£.';-_Qi!LjQiilmuY 



Thro«a^o«t the nation, the cost of providing medical benefits h«B ' - 
c»t>tuved the attention of business leaders. Recogi^ltlon grew in the ' ^ 
1970s that employer* anil uHloqs must accept responsibility for benefit 
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<l«5igno and }nK n\'anfto«J'Kint which contributed to oxc^fis modicul 

ut 1 1 irnt ion^jli^ uncontro] l«d co»t increnecrs. Pofrwoen i900 and today, 

major ampjoyoro hnva AnJtlatQd iiiiprocffdaii t od offorto to correct th«|,r 

share of tho problom and brinp diroct prewsura on the other componenta 

of the medical care financing and delivery syatem. In these few 

yoara, more than 100 now purch/j^er orovips have been formed at the 

regional, etate ^ and i^ocal levela. wollneoo programs are th<t moat 

widely aupportod new employee benefit. Increasoa In codt sharing have 

become common revcralng a 30 yoar trond; financial incontlvca \o 

modify utilization through second opinion, pr<|f cert i f Icat ion , 

ambulatory ourgory, utilization review, hoopice care, homo care and 

HmO« hav<^ become baolc components of plan deaign; multiple choice 

plans, primary care gatAj^ojp^ra «nd *neaotlatod care plana with 

daalgnated (preferred) pfc^ldera are rapidly replacing traditional 

Jnaurance V>ollciee: hoaplt.ai trviateea are learning to aak how thulr 

Inatltutlona can do better wXth less rather than how large a 
# 

contribution i» needod for unwarranted expansion; buaintt^a la 
politically active acroaa the country from Marsaachuaet ta to California 
whera aeomingly opposite approaches merely aubatantlate that Fortune 
600 type companies may think nationally but, they act locally. 

All of this activity la completely" understandable when one looka at 
the atakea involved. For many of our membem, coata have* eacallated at 
ratae ranging from 15 to more than 40 percent In each of- the paat flya 
yaara despite no lncx:oaae8 In beneflta, fewar employees and mora coat 
m*niia«nient . The medical benefit haa become a major component of total 
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COmpendAtlon. No lonqer oomcthlng to t)« given away and forgottcj^. th<r 
m«dlcttJ benefit is now aeon an asset to bo joint iy manAged by 

omployoe and empJof«r. 

Not .euvpr^io inoly. t hfiso% probl cms have been mo«?t acute in tho.oldffr, 
:n*nuf«ctuMng, IndufJtrlfra . For thorn, m«dlcaj caro coat inflation has i 
elmply Qx;acerbay«d an already complox and dramatic period of decUno. 
The al^iUty to compete- 1 rUcrnat ional ly ha5 been hurt'by excess medical 
expenditures. Equally Important has boon tho impact of cost Incroatsos 
oh firms that build everything from tractors to the apac« shvUtle. in 
th^ past year, for tho first time, I havo hoard managomont place the 
rolatlve coat of medical care into tho equation by which they will 
eolect future plant locatlono. 

Small buslnesfjo* find tho coat of ln8ur«knce so high that nearly half 
do not provide tbla benf^flt ... a cost avoidance which shows up on 
government budget«xand uncomponsatod care costs which are flhlftod to 
large omployera' 

For your purpo»oa, those points are worth highlighting: 

1. Solving the medical care coat problem will not save any 
troubled U.S. Industry, but not solvlrtg the prob^ism will 
Inevitably add companies to the list of casualties. 
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ShiftJno co»tfl from public to private piyi,r« do»*. not reduce 
the nntion'n modicn) bill. 

New oovtirnmont regulation* should cmph^elzo maximum state 
«nd locDil flexibility. 

• 'i 

Those in flovernmont vvho novJ urge major companlo, to "look 
out_ for themsolv^R," f «i ] to recognlio' tho h»voc ChJs wqi,1cI 
cause In countlese local communities. In msny townn . 
employors could hire their ov^m speclsllats, build or buy 
their own ficintl.s «nd leav*^^ the r„t ot the community 
thomsolves. Happily, „e ceo little evMence of this 
-tmorglng. On the contrary. our Grcu- and an Increasing 
number of the local groups are .tarting project, to work 
with the re»t of their community on . Indlflent ct^re , the 
"unAnsurablos, •■ and the emploVmont problem that villi «r^^»e 
as the current hospital ay.tem »hrlnk». Bualneae nust 
protect It, bottom line and needa no reminders fr'bm 



government to do »o . 



But, that bottom line IncludeB th^ 

Wo need a 



economic and human health of our communities 
business community that I is progressively agres^ 1 ve ^ about 
cost management,, not regrAeively protectionist. 
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I began by ^nyAno w« i» ne,w dltfj^tlon- of .ucc^e»«. trmploy*,-,. 

h«v* crltlc^J role to play in gat her Ing "and dl«oemlnatlr)o th/ 

intormatlon which will Inilld that ?fcw definition around efficiency 
father thrift exceas. around »e 1 f -re J 1 ance mthor tha« aubgervlenfte to 
•o-'Called expnrts, aro\;nd prevention rather than cure'. around 
rehnbllltatlon rather thtkn ins t Itat lonal 1 zat 1 on, around health 
, education rather th^n mftdical Ignorance. Succes, muft be meanured by 
e c?»re 'wo neod^nd by the outcomes from that w<r receive. 



how /ntt 1 

That would bo a t?yi3?tem we could all afford. ' 



During the months Ahead tl^ere. wl 1.1 be many tempt at Ions to grab for 
fall^olutlon., to embrfcc the rhetoric of Impassioned advocate*. to 
leave polltlca.1 cour«ige for the next generatio'n. We wouJd all t.e well 
advised to take a different courae. to have « larger vialop predicated 
upon a search for balance/ Balf^nce between competition and 
regulation, for we will never be • society of only one direction . ' 
Neither represents perfection, each benefits from the stimuloui \ the 
other. Wise regulations can -make compe 1 1 1 ion ' work -J us t aurely aa 

the opposite Is alao true, 

Vi^Xt^nco^ Investment be\ween medicine' and heelth, for we win not be 
ablSI^^ to afford our medlcalf mlr-cles unlese we reduce demand by ^ 
inculcating, persons of all ages with the' credo of health pr/Dttiotloh 
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B«r)an<?« jn the iVAvlaion o f oapon« 1 h U 1 I y botwoon the pvibJlc «nd 
prlvAttt sectors. ECmpioy^i's need to undoraiand thftt th^y c«nn»t nvold 
ihe co«t» of corq and that n\\ 4:r9ndj» in olo^'aJ ©conomlco, demography 
Ahd dom«9tlc pol it jco avv Jncrenelng the »cop«' of corporat* 
roopoHBibi 1 i ty fox- oocial oi?vvlro^. Government, on the othor hund, 
'*x5oo!i not Improvo the ovcrail economy or ov>»n modlcAl econoblcs by 
shifting cooto. Increasing the numbo r^ of r,'er£kf)nB wUhciuJt program 

• JlgAbinty or d«ti*^oi^s lr\g our already m^jagfr commltmant .to hoalth care 

• erv^iceti repi.enrch. - ' ■ , 

Balance betwoen n^e' «>t)g\»nc ies of itoor^m 1 c .pr>JS8urof) and thd othlc» by 
which the trvio value .of a socUty'^ls m^aoOrod, No longer Is isthlca 
the arcAno province ^of ^academic© and |>hi losophers . Death ''with 



lemic© 



d-iOPtUty, organ acquisition, r ight;*-t^o- I^l f e and th« ratlonlna of) n«w 
technology aro now tho language of dai^ly headlines and high achool 
discuwaiona. ' 

\ 

Tho economic rooouvcei? we now waste on medical care thr«Atdn not Juft 

\^ 

the compstltlvtf viftblHty of our *?nembera , ^or only tho budge t<i of 
countlerto dtate and local governmentu ; S 1 Cfnl f 4 canU y , this w«ete 
threatens Xfj^ deo t Vuc tJLOTL oj" the very indnatry it now supports". With 
that deDtruction would come an end to America's pre-Qininont position 
of medical excellence; a 'drastic reduction in the employment of 
mlUlonfi of minority and female workers ^ ' great ly increased rationing 
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by w«Alth; mnd /io\h»nc« for th* Jnv»$tm«nt in provention thit- hoJds 
wvich pr<?mi*e for futuT# cf^ri^t'At Jlorvs. x " ' 



We 



must' worK tooethfsj^ to prevent thi» unwanted and ^)warr«nt«rt 



y*ftt^«ction, M« c»n h*v% a compntit Jvt CY«t;»ni whioh rewards cehtur* 
of efficient excelJence and protectsT, through appropriate r^guaatiori 
the right of access to needed c«^re for' alJ Americana. 
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Sonator Jep8en. Thank you, Mr. Goldbock. 
Mr. Ifackiiig. ' 

STATEMENT OF JAMES HACKIHO, ASSISTANT LEGISLATIVE COUN- 
SEL, AMERICAN ASSOCIATION OF RETIKED PERSONS, ACCOMPi^- 
NIED BY JACK CHRISTY, LEGISLATIVE REPRESENTATIVE / 

Mr?- Hacking. Thank you, Mr. Chairman. On myjeft and acconi- 
panying n\e is Mr^ Jaok Christy, who is one of AARP's legislative 
representatives. 

We ai-e here representing the nbarly 16 million niwnbor Association < 
of- Retired Persons. With the sjttttemcnt included in the,i-«cord, I will 
try to keep \f\y remarks to a ni^inimum. 

AARP is deeply Ooncerned about what is happening in the health 
carQ sector of the econonxy. If the health care costs, osnecially hospital 
costs, continue to os<ialate at double digit rates as they have for so 
long, accessible and affordable health care services Avill coase to be 
available to "millioMs of Americans— not just the poor and tho oUloVly, 
but also many of the workers and tlxeir dependents. • 
' The health care Sndujjfe is one of the "Nation's larAst and fa-t^tost 
growing economic socto^. In 1982, medical healwi expenditures 
totaled $322.4- billion. That, as yoiir clmrt indicates, was roughly 10,5 
percent of the. Ration's gross national product. ' 
/ The rapid growth iii health expenditures has occurrod because 
inflation in the health cai-o sector has significantly outpaced general 
inflation in the ecoTaomy for quite some time. Hospital costs are the 
' leading factor in the health care cost spiral. 

As you ciyi see from our^ first chart, since 1967, tlie CPI has 
increased by roughly 198 percent, whereas hospital room i^tes 
increased by 520 percent' ovec the same period> " ' . 

Hospital expenditures are not only rapidly increasing, they are 
also the largest component— now approximately '47 percent — of per- 
sonal health care expenditures. 

" The tremendous growth in healtli care expenditures is expected to 
contuiue- on into tho future. By 1990, total health spending is ex- 
pected to roach some $768 billion, more than double where- it is today. 
The health car© cost escalation trend has serious consequoiicc^ for the 
Federal budget. In 1982, thb Federal Government spent $98.2 bwlioii 
on health. That was $9.5 billion more than the year before and $88 
billion more than in 19611 Clearly the trend in Federal spending for 
healtji care is croatftig g*at upward prossjire on the Federal budget 
defteits and crowding out other budget priorities. ' 
■ The most important factor fueling tlip gro\yth in the health indus- 
try has been the expansion of fiost-based, third-party reimbursement 
through the third party pftymertt system. . . , * • 

Thto third party paVment system, including both public and private 
components. Has' become the priipary i^echanism for financing the 
high cost of hospital care. The party payments no^ account for about 
\ 90 percent of all hospital expenditures and almost two-thirds of the 
expenditures for physician «ervices. ' ^ , . '« 

Cost-based third party payment procedures are inherently mflation- 
ftTYw Hospitals arc generally paid tsithcr on the basis of costs ar 
' chnrl^s. Similarly, -physicians are paid according to the charges they 
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"t^sUblish for t!io SOT vices thpy provide. Therefore, the inoi'e services 
physicians render, tho more comiwnsation tl\\>y leceive. 'fhus, pro- 
viaers are rewarded with niore and more income for >?iving Aibre 
and more caro and for requiring moix) and \\\o\^ costly, technically 
sophisticated *plant and eqjuipmont. 

In addition, because third party reimbursement structure favors 
institutional caro, physicians tend to utjlizo hospitals which are the • 
most expensive component of medical caro. 

Last yoaf Congress passed legislation changing th(J way medicare 
pays for hospital cai-e. While medicare's move to'piospoctivo baymont, 
or so-called diagnostic related groupings systi^m^ is ji step in the right 
direct ion, AARr does not believe it will l>e ctTect ive iu controlling syf- 
toinwido esclilation indicalth care costs, Bfecauso the DRG sy^em aL 
plies only to medicare, hosintals can and will shift nnrecoVered- costs to" 
pnv^to payers. Therefore, there will bo no or very little net effect com- 
pared to the system wide cost escalation. 

Because medicare is patterhed after the structure of the health care 
industry in general, rapid escalation in healt^i cai-e'costs, particularly 
hospiua costs, is driving up the costs of the' medicare program. Over 
the last 6 years, medicare e3;penditures have increased at a!f average 
annual rate of about 18 percent ' , > 

As our chart 2 indicates, nearly three-quarters of medicare oxi>endi- 
tiires represent payments to, hospitals. The extraordinary rate of in- 
crease in hospital costs is rapidly driving thcr hospital insurance fund 
toward jlnsQlvency, The fund trtistees project that the reserves will be 
exhausted by 1991. By 1995, the fund is projected to accumulate a- 
$162.5 billion deficit^. 

; Expenditures are]H|) rapidly rising in the^^upplcmentary medical 
insurance or medicai^art B program, E.^|>enditures for part B were 
up to $18 billion in 1983, Thrc^i-quart<^rs of that amount came ftrom 
general revenues, Tlie Congressional Budget Office projects thnt the 
share of this Government's general revenues necessarv to finance the 
part B program which pays physicians will incre>ase from 3.1 percent 
m 1982 to 6,7 percent of general <revonues bv 1988, 

Congress and the admimstvation have actecl to reduce mt^dicare ex- 
penditures over the past few year^ primarily through the introduction 
of higher premiums, deductibles and coinsurance. But these efforts 
merely shift costs to the elderlv and disabled nrogram beneficiaries and 
these efforts do not,i^ally address the underlying cost escalation prob- 
lem. Financial rtjmedies that are specific to medicare will not and can- 
not solve medicare's problems ovw thtf long run, nor contribute to a . 
less cost escalating health care delivery system- ' 

The mosi impo^aivt ftep in moderating the rate of growth in medi- 
care and total htfalth caro exnenditurcs is to control the rate oi growth 
in hospital costs. The only otlier options are to shift more cost^ ttfbene- 
ficiaries and ovev time deny more people access to these services, or 
raise taxes, AARP rejects theSe two options. 

Medicare tbday provided about 46 percent of the* health care ex- 
ponditur^is of the elderly. On a per capita basis, the elderly are ex- 
|>ectod to spend $1,550 out of pocket this year and that would equal 16 
percent of their per capita income which would roitghly be $10,600. 
That 16 percent is the same percentage that the elderly paid for health 
car© before ;medicare was implement^. By the year 2000, assuming no 



further cutbacks in medicare aixi onacted, the elderly will have to al- 
iocato nearly, at) percent of their per capita income to meet health care 
costs. ,^ 

To deal with tlie cost escalation problem, AARP itjcommends tliat 
the rate^f increase jin hoapital expenditures be luuiteif to a iixed per- 
centage tluxt is reasonably in lino with the general iixflation r»te. The 
limit once establishtjd should apply to all third party payments to 
hospitals. Some six sti\tements liave had some measure of' success in 
Inuitiug hospital cost osctU^tion by utilizing iiuiudatory prospective 
budgetmg or rate review programs. It should be clear from our last 
chart. 

In 11)82, those mandatory itjviow States limited inox'cases in hospital 
costs to 1O.8 percent, while in till other unregulated Stately hospital 
costs increased 16.3 percent. , 

Now given this experience, AARP supports the enactment of 
Federal legislation which would encoiiragfe or force the State to estab- 
lish mandatory hospital rate review conufPh$sions to ai^sure that in- 
creases in payments to hospitals do not exceed the national linxit. 

As for pnysicians, AAKr (a^rs a prospective pricing approach to 
physician payments.'We supi)()rniniely onactnu>nl of this concept with 
actual implementation occurring after adequate consideration of the 
appropriate prospective payment methodology. 

In addition to controlling hospital and physician expenditures, 
AARP believes that limits njust oe established to control excessive 
growth of mediciil facilities and technology and health professionals. 

Over the long run, AARP Iwlievos that rogidation should gmlually 
^ive way to th6 developijnent of more market oriented health^ care 
aelivery' systems. Competing form3 of care delivery such as health 
piaintenance and preferred providQr^rganizatfojis, small cliViic^, and 
ambulatory health care facilities^pf 'all kinds should Ix* encouraged 
to the extent possible^ Again, I must emphasize, in the short term, that 
ftcross-the board approach that limits the rate of incivase in both hos- 
pital and physician expenditures for all third-party Bayers is requi^^ed 
to slow the rate of growth in hospital cost^ and ensirre a more stiible, 
affordable health -care delivery system. 

That concludCvS my remarks, Mr, Chairman. Thank you, 

[The prepared statement of Mr. Hacking follows :] 
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Pkctaucv Statemcnt or James ^AOKXifo 

Thank you, Mir. (ihalrrwin, for th« opportjiiilty to nhflro with this 
Committee th« Amtrlcan ABSoclatlon of Petlired Pcreono' <(AARP) deep 
conctrn about; what la happening in the health cace sector; of the • ^ 
economy- The petBlatende of dc^uble-diglt coBt-escalatlon In the 
health car* marketplace Ms placed an Increasing burden on health cai'c 
conauroers, both young and old alike- The Medicare program le in. 
jeopardy aa well as^ coitipc ehencivc coverage' under private Insurance 
» pla^is. Because health care coot escalation is not a new phenomenon, 
iome have become anoethotlzed to the short and long range conoequencec 
of this trend. AARP^ has not; wi recognize that If heallti eosts, 
eepeclally hospital costs, continue to eocalttte as they hi^ve, 
accessible and afftordable heajth care services will cejise to be 

available to millions of Americans — not just the poor, but the elderly 

■J 

and millions of workers and their dependents, too, 

AARP comitwnds this Committee's leadership in exploring tf^is 
difflcijlt and po^litically sensitive issue. The ^^soc iation*' e 
testimony today will consider four principal issue areas: , 

1. the growing problem in the health care marketplace; 

2. the impact of cost escalation on Medicare and^ private healt;|i 
^ihsurante; * 

.the*high out-of-pocket costs the elderly must pay for health 
care; and 

A^RP's policy E^^l^salB to fashion a n|Q,>^ rational , less cost 
escalating health cace system over the 8hor£ and long term. 
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.GROWTH IN THE HKM/TH CARE SECTOR 
Th« h€alth Cftca induotry Is o?j« of the nation's largest and 
fttsttst growinq oconomiolQectorav 0«twtcn 19(>7 and 1982 , total 
national h«alth «xp«nd itsucca increased sevenfold from $51,3 billion to 
9322.4 bil lion--that le a spending rate of over ?1 bilHor^ per clay. 
Health care spending has also been^a'klng a larger chare of the 
nation** total reooorces-^c iling from 6.4% of G^il^ in 1967 to 10.5% in 
'1982, ' . ' ^ 

This rapid growth in health expendituueo has occurred bccauoe 
inflation in the health cace sector has significantly outpaced general 
inflation in the economy for qdite some tinw. Hospital costs are the 
leading factor in the hialth care cost spiral. Since 1967, the 
general (all it«tt«) CPI has Increased by 198%, whereas hospital room 
rates have increased by 520 percent, about two and one-half tinwn 
greater than the increase in ^the general CPI (Chart 1). Although not 
quite as dramatic as the rate of hospital cost increases, physiclann' 
fees hii^ve also significantly outpaced the increase in the general CPI, 
Since 1967, the physiciaii fee CPI hi^s increased by 25 2%. 

yi^Hospital expenditures are not only rapidly increasl/^g, they are 
also the largest component of personal health car^ expenditures. 
Hospital expenditiUes have grown from 513.9 billion in 1965 , equalllncf 



39% of all personal health care expenditures that year to $135.5 
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SOARING HOSPITAL COSTS 
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billion in 1963, equnlUng 47^ ofp3|Pbn«l health c«ce expend ItuccB 

Deepltc the ohatp decline in inflation since January 1963, h 
care costs have continued to .escalate at unaccept able /rates . In 1983 , 
general prices increased by only 3.2% whereas medi.cal prices increased 
by 8.7% or pore than twice as fast. HoBpital room rates conUnueO to 
be the leading factor in h©alt>) care inflation/' In 1903, hospital 
room rates tosc 11.3%, a rate of increase more than three times 
gireater than the increase in the general CPI, 

The tremendous growth in healtH^care expenditures is expected to ' 
continue in the future. Unless the current health c/ire financVhg and 
delivery system is changed, by 1990, total health spending will reach 
$757.9 billion, more th«h double^what it is today. Even with the 
enactment of ^ the Medicare prospective paymf^t system; hospital outlays 
under Medicare Part A will increase by 11.51 a yeat between 1985 and 
1995. Of this projected increase^ 7% Is attributed to the Increasing 
price of hospital care, 2% is attributed tq incre^ised admissions, 1.5% 
is attributed to changes in medical practice, and only 1% Is 
ttttributedy^o the Ar^crease in the size of the eligible population. 

The fcealth care inMationary trend has serious consequences for 
th« federal budget. in 1982, the federal government spent $93.2 
billion on health, $9.5 'billion more than the year before, and $87.7 
billion more than in 1965. Fede ral^ heal th expenditures (tied as they 
are to private sector prices for h^ith care services), if left 
unchecked, will coritip^e to escalate to over $201.6 billion in 1990, 
equalling more than 30% of all expend iturcj- for health care in that 
year. Cltftrly, the trend in federal spending for health care is 
creating upward pressure on federal budget jdef Icits and crowding out 
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othfti: budgetary pclorltiea. 

^ J ' • 

FACTORS CAUSING RAPID GB^Tl! IN THE HEALTH CARE SECTOR 
Th«*mo8t important factor fueling the growth .In the health ^ 
industry has been the expansion of cost-based, thi Id-party 
^ c-eimbu r semen t . The third party payment system had \ts inception 
durl'hq the Depression. At that time insurance plana ^fcco developed to 
reimburse for hf^ftpital 'charges . 'Plains were designed in this manner 
to enable hospiti^ls to remain financially solvent during times when 
increasing unemplyment and decreasing wages made it difficult for 
workers to pay for unexpected hospital stays. The provision of health 
Ina^jrance protection, p^itterned after these early hospital insurance 
fflans, grew during the 1940s and 1950s in response to several factors, 
including: 

1. the exclusion of health insurance from World War II wage 
controls; ^ ^ ^ 

2. the Inclusion Of health insurance benefits as compensation in 
the collecti.ve bargaining prooess; and ^ 

, 3 . the favorable tax t reatment of empl oyer-pa id health insur ance 
.premiunas. 
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tonoequently*, thicd-patty re^|bur8«ment became The widespread 
mechanism to rinance the^ high coat of hospital cace, 

- Even before Medicare, hospital coats had dcmonst c ated a 
pronounced tendency to ciw« at -rate, higher than prices in general. 
Between 1950 and 1965, the CPI showed an incr^mse in the costs of 
«emi-prlvat# hospital roome of 2 1/2 times, whereas the general level 
of" prices toee^over the same 'pitied only by one-third. The adoption 
of third-party payment procedures by the gov^thment through Medicare^ 
and Medicaid only made matters worse. 

Third-party payments now account for over two-^thirds of all 
personal health care expenditures, about 90\ of all hospital 
expenditures*, ahd almost two-thirds of the expenditures for physician 
services. 

' Cost-based, th i rd-pa*ty^ paymen t procedures are inherently 
inflationary. Hospitals are generally paid either on the basis of 
coats (what --the hospital spends to provi(»« goods and services) or 
^rges (the amount a hospital bills fcJr the goods and sefvicee it 
provides). Afl a result, there is no incerttive to restrain spending, 
since more spending gleans greater revenues. Similarly, physiciaps are 
paid accordingXto the charges they establish fof provided services. 
Therefore, the more services physicians render, the more compensation 
tfiey re^five. Moreover, unlike purchasing other goodo and services, 
physicians, rather than consumers, determine both the quantity and 
pjf*ice8 of servicec rendered, including the necessity of a hospital 
admission and where it will take place. The consumer plays virtually 
no role in this process. Instead, providers are rewarded with more 
and more income forgiving more and more tare, and for acqulvcing more 
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,nd mot. costly; t.chn^c-Uy soph l.ti c«ted pl«nt 'nnd equipment, V 
wh.th.t or not such -ctivltl., ar, nec.s.ry^or b«n«nci-l. In 
.Oditlon, b.c«us. cei.bur»en,.nt «-voc. InBtlt.tlonU c-c«, phy.ici„n. 
ov.rutilize ho.pit-ls, th« «.at *xpen,slv. component ot „«aic-l cce. " 

in 1983 , con,.,., p...ed leglsUtlon to change ^he way Hedicace ^ ' 

P-ys fo. hospital care In" .n attempt to alter Innatlona.y incentives" 
inherent in traditional third-party payment procedure^. undir theV 
newly created ORG payment system, Medicare will pay hospitals a ' 
pr.-d.tern,lned price ^for each hospital stay, while Medl^^ro-a move to 
prospective payment Is a step m the right direction, A^RP seriously 
questions Its effectiveness m controlling system-^lde escalation In 
health care costs. Beca.-e the ORG system applies only to Medicare^ " 
hospitals can charge higher rates to private payors m order to regX 
lost Medicare revenues. Total costs regain the sam-^, the burden of % ' 
P-ylng these costs Is just shifted among payers. m addition, the ^ 
yearly rate of. Increase In DRG payments remains tied to a system-wld* ' 
n.ea.ure of hospital Inflation. To the extent .that system-wide coats " 
ace not constrained, the system-wide measure of hospital Inflation 
remain, inflated, driving up Medicare costs beyond what they would be ^' 
If there we,ce..y.tem-„lde constraints on hospital cost s . finally , the 
DRO pi,y„.„t .y.t«„ doe. not addr..- other factor, which contribute 
significantly to hospital costs such as Increased utilization. 

I- 
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Gov«rnm«nt ha« •ncourngtd th« growth of .th** thlrd~p*rty 
r«l«buri«m«nt through if tux laws. Both •mploytc and tmploy«« h««lth 
ln«uranc« pr«nl\im payment* art fxcludtd from taxable Income.' R«v«nu« 
lo«t to the U.S. Treaeury as a result of this sxcluslon totalsd 

appro xlinat sly $16.6 billion in FY 1982. In addition to this health * - 

\ 

insurance subsidy. Blue Cfoss/Dlue Shield plans have be^n tax-exempt. 
In most states. . 

Cov^rnment subBidles to increase the supply of medical servlceo 
have also Influenced the rate of growth .in health spending. UoapUal 
expansion has been atirnulated by the' H^l-Durton 'Vrogryn/ the tax 
exemption of h^Bpital constcjjct ion bonds, and the greatly libernlixed 
l>usiness depreciation schedules contained in thfc fOBl Economic 
Recovery Tax Act. ^Construction expenditures for medical facilibiies 
which totaled $7.5 billion in 1^81 are expected to reach $11.5 billion 
in 1985 and $17 billion in 1990. The supply of health prof eflsional B 
has been stimulated by billionn of dollars in federal spending for 
health education and training* 

Advanc^e^B in medical technology have also created pressurec which 
increase costs. New technology and high-cost therapies often require 
o«ptial acquisitions which are in and of themselves costly. New 
technologies also require the addition of highly epecialixed 
personnel. In addib^on^ hospitals in a single community oft*?i^ 
aupiicate these high sp«ciali»«d and expensive services, leading to 
und^'rutilization and inefficiency.. 



I 

BEST COPY AVAILABLE 



104 



THE 'impact or RISING HEALTH CARE COSTS ON MKDTCARE ARE PRIVATE HEALTH' 

* INSURANCE ^ 

ThB most- Important h.al th <jar« program serving th« .Idecly is • 
Medlcar.., Th«re 1« no doubt that the enactm.nt of Medicare in 1965 
has greatly increased thi acci.M of "the eld»rly to' heal th care. 
However, continued high rart*» of heAlCh care infla'tion threaten to 
defeat the acceas originally galced. 

Because Medicare is- patterned after the^^structure of the health 
care Industry in gene ral ,. rapid escalation in health care copts, 
particularly hospital costs, is drfvlng up the costs of Medicare, 
Over the last five y*?r6,_^ Medicare expenditures have increased at an " 
. ftvetage rate of. 18* per year. In FY 1983 , "Med ica re expenditures 
totaled $56.9 billion, up 12.71 since 1982. 

With nenrly thcte quarters of Medl^^a rc expenditures spent on 
hospital care .(Chart 2), rising hospital costs, combine^ "with ^thet 
adverse, economic circumstances, are taking their toll ox,' the Hospital 
Insurance (HI) Trust Fund (Part A), the main social security trust 
fund financing Medicare. The HI Fund ' s Trust ees ' pro Ject that the 
Fund's reserves will be exhausted by 1991 and that the fund will n^ver 
tegairt solvency over th* entire 25 year proj/ection p^^od. By 1995, 
the (HI) Fund. Is projected to accumulate a ?162.t^^on deficit. 
(This assumes- that the r^te of increase in DRG paMLwill remain at 
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CHART 2 

How the Medicare Dollar Is Spent 



1982 Total Medicare; Expenditures: 
J $50.5 Billion • 




72% Hospitals 
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hospU.X ^...t pl*,.p„, p.,e.nt«,. point ,«t.. octot>.'. 1, ^,85 

In DRG p«yro«nt8.} ^ • , 

^n^,..nc« (BHt, rona^^CP....,), nsc-l ye. e.,.nait.;o„ 

ro. Pa.t B-.,,e inc^Wa r.o. 

billion in 1983. b..cm/s« th.e.-Cou.th. ot P,.t I, le nn«nc»a by 
9.n*.«X...ev.nu„, i. b.n..uptcy. Howev..; th. 

P->ct.a ..owth or SHI 1. .ignincntly hi.he. th«n the ,.owt. In 
9.n...l .^u... Th* Con,.e.slon.l Buaget Office p.ojecto th,t ■ • 
9.n.c.l revenue cont. Ibutlono to SHI .ust lnc.e«se ,bout 171 pe. 
to fin„nce ..owth In the P..t B p.o..«„. .o .eet P..tV. -„tlclp.tea 
<»...na. CBO projects th-t the sh-.e of ,ene.,l revenues necea., .y to 
fin-nce the SMI T.us^ r.na .wlU lnc.e,^e f.o. 3.1» to 5.7» betw.en 
1982 and 1988. 

Ri-in9 he,ltl» coets «te , ee.iouo problen,, not Ju,t for 
9ov..nn.e„t he.lth pro,r«.s llKe H.aic.ro, but -leo for the priv.te 
..ctoc. Since 1965, there h« been significant growth In prlv.t. 
..P.naiture. for he.lth lnsur.,ce cov.»,e. Crowth l^n pre„lu„ i.co.e 
of .11 priv,t. insuring org.nlzatlons 'h,e been p-rtlcul.rly r»pia 
.inc. 1975. in 1975, pr^lln.s paia for p.lv..e he.lth Insurance 
tofiua «6.9 billion. By 1981, this -.ount h-a^own to 584 8 
baUon. . 130% lncre«.e In Just .1. y.„,. Host of th.«e 
.»p.naitur« repr«„nt e„ployer-p«ia h.elth Insurance • pre„ lu... The 
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rl«in9 coets of this coverage con lower wagco for wotkecOr and/ot 
caus« higher prices for gooda and o^tvican. For Oxampla, Chryalsr 
r«c«ntly Mti ma t«d ' that its $373 million annual health inouranco bill • 
fot^lta workers is adding 9600 to thd pric« of tv«ty cat it"^ 
manufactucsB . 

Anxious to reduce the rat« of increase in spending for Medicare, 
COng;:e«B and ^th^ Admt^Ust ration have drastically cut Medicare 
•xpenditures over the pant three fiscal .)^ar8, cutting $26 billion 
through TY 1986.. This year, Congres o and the Admlnl 8t ration are again 
seeking between $4 and $9 bipion' in additional Medicare cute. This 
incremental dismantling of Medicare through the introduction of higher 
ptemlums, deductibles and similar measures that merely shift costu to ^ 
beneficiaries docs ndt address the underlying problems in the .program 
and thetefcvjfe has little impact on the escalation of x:o8t8 in Medicare 
or in the health care sector. It should bo clearly understood th»t: 
extraordinary inflation in the health cate delivery system is the rSoe 
cause of Medicare financial difficulties, not vice versa. Flnant:lal 
remedies that are specific to Medicare will not and cannot solve 
Medicare's. problems over the long run, ^or contribute to a healthier 
delivery system in general- 

The most important step in moderating Medicare and total health 
expenditures is to control the rate of growth in hospital costs, 
irlthout stable hospital costs t . 
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*Nntlonnl health oxpendltuteo will contlnu« to QocalAto beyond 
r^ABon; , 

*th« !I1 Trvst Fund will continue to deteriorate; 

••mployecs will be ^required to pay higher health insurance 
premiums whlc|^ will, in time, be pasned backwa rd. onto worK^re 
in the form of lower wage gains or paeaed forward to consumero 
in the form of higher pricee for goodo 4ind services; and 

•all health caco connumers, including the elderly, will pay 
higher opt-of -pockc t coottj 'for health care. 

THE ELDBRLY ARB THE MOST -CX>ST CONSCIOUS HKALTH CARE CONSUMERS IN THIS 

COUNTRY 

^ Most of the current proposals to reduce spending in Medirare are 
based on the notion that the elderly ac« not" health coot concclouB — 
that they are rfDmehov* ^insulated Vy Medicare from the "true"' cost of 
health care. Because of this insulation, bo the theory gocn, the ' 
elderly misuse or overuse j:he system .and thereby increase Medica^^ 
costs. AARP rejects- this theory, 

♦ 

The elderly are the most cost conscloua health care consumero in 
. this country. ' They have to be. Medicare's contribution, as a 
percentage of the total health care expenditures of the elderly, only 
equ^^S about 45%. The sad reality .isi the higher the cost of 
Medicate, the less benef icl Alries are getting from it- 
Out-of-pocket payments borne by. aged Medicare benef iciarieo have 
outpaced the growth in elderly incomes. As a result, the elderly have 
been spending an increasing share of their mean per capita in6ome in 
order to meet their health needs. Persons ''aged 65* and over paid 
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roughly $700 out-of-pocket capita foe nwi^lcnl expencec In 1977. 

ByJ984r according to conoecvatlvo «BtlfWiteA, thin amount la expected 

to lnccea«« by ovec 120% to $1550 i>«c capita, tqualllng 15% of th« 

annual iwan p«c capita income of the aged ($10,615), the eame 

p^cclhtage at the elderly paid foe health caVo before Medicate was 
✓ 

fully implemented. This deteriocatioT* in Hec\icace'« protection la 
«xp*cted to continue- By the year 2000r aoauming-no further cutbackn 
in Medicare ate enacted, almost «20% of elderly per capita income is 
projected to be consumed by health care expenditures (Chart 3) , 

, ^ * DENBnClVRY OUT-OF-POCKET COSTS 

Personal liability for the coot of health care provided to the' 
elderly derives from a number of sources, all of which have been ' 
BUtoJ^ct to Bignificant increases over the past several years. The 
elderly pay directly for the followlngi 

The Part A deductible has increased from $104.00 in 1976 to 
$356.00 in 1984, an increase 242% over the past eight 
» years, Th* annual Part B deductible has increased from 
$60.00 in 1980 to $75.00 in 1983, an ihcrease of 25%, 

Actual per capita coinsurance charges borne personally by 
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ANNUAL HEALTH CARE PAYMENTS , 
^ MADE BY VhE AGED ^ 

' ^ Per Aged Payments as a . 

Person Percent of Income 
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Actual fHn: capita colnaiiranc* chargts Ijorn* p«rton«lly by 
th« elderly incr«ai«d by ^45% between 1972 and 1982, 

^ In 1991, out--of-pockete paywentu foe deductlbXe aiid 
colnaucance Uttblllty aoeoclated with both parte of 
Medicare total Jted $5 . 6 bll lion ; a 166| Increase 'in auch 
out-of-pocket paymentB olnce 1976, ^ ^ 
OiaiLftft..rj64ucriQiifl_Qn^ (i.e., the 'difference 

between the Medicare "allowed", charge /ind the actual <:h«^r^^ 
by the phyelclan for whlfch the beneficiary 1« personally 
liable): " ' , ^ ^ 

Between 1977 and 1982 , the total dollar amotlnTof "charge 
reductloijft5^&aft8ed on to elderly Medicare benef iclarlea 
Jumped from wfci mil lloi> to $2 billion, an Increaee of 1^% 
over a flvc-yeac period. Approximately 46 percent of all 
^ttrt B clalma submitted C>o Medicare for rel jt^bu reement at 
this time are "unesslgned, " compared to an over-50% non 
assignment rate In 1977. Nevertheless, beneficiary Ha 
blllty for "unaselgned* claims ha* increased dramatically 
over the past five years even though the number of claims 
paid on assignment has Increased during the same period. 

Aged Medicare beneficiaries are personally liable for a 
•Ignificant number of critical non-covered services and 
products— including dental services, denturi^li, prescription 
flrugs, eye glasses, hearing aids, etc.— -for which they paid 
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about ?t billion outrof-poCkeSjf In 1981, a 79% inccease In 
th«ic out-of-pocket lUbil^Uy foc^ «uch pcoduVto and acrvl'ceo 
• inc« 1977.' ^ - ^ 

£Qii3JUlX4a^UL^OJL^Xllltd- nuiilaflLJiQme^CA r A_ ftnd r g for 

Approximately half of .all nutBlog home ejcpend l^tuc ee made on 
otY behalf of the aged in 1981 were financed ditectly by out- 
of-pocket f&ymento. Ao MCFA resoarchecs have noted: "Even 
If oth«r Bourcee comprised half of the tgtal payments, the 
average out-of-pocket expenditure for private-paying 
patients would still be over $1J)0 per week." 

Out-of-pocket premium payments by the elderly for Medicare 
Part D coverage totalled $86. <0 annually in 1977 ao compared 
with a current ann^l^figure of $175.20, a 103% increase in 
SMI premium payments by thfe elderly over the past seven 
years. " ^ 

f 

£xJji:Alfl^iigalthJ:iniiurflnce Preqilum^i 

Approximately two-thirds of aged Medicare beneficiaries are 
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■ ufflclently concerned abo^t thi^ gapa in HedJL«ai;e coverage 
to purchajie private health Insurance policleB designed to 
supplement medical expanses. * '(furr^ntly, ^ow option private 
Insurance .pl«n» cost aged Medicare beneficiaries approxi- 
mately $230 per year, while high option plans can exceed 
$800 per year. These figures compare with an annual private 
« Insurance pranlum rate of $90 just five years ago. ' Finally, 

there is evidence to auggeet that fewer and fewer of the 
elderly ace fliifrclally abV« to retain such supplemental 
^ policies once they are putchnsfd. Blue Cro88/el^e Shield of 

Florida has recently pol/ited out that the ^persistency rate" 
(i.e., the percentage of those ^ged beneficiaries who had 
coverage at the beginning of the year and continue to have 
coverage at the end oft the year) has dropped from 93.3% in 
1978 to 86.9% in 1982. 

'■I 

h NATIONAL COST CONTAINMENT STRATEGY 
AARP advocates a system~wi<le approach to restrain the rate of 
increase in total l?eaith care spending. Cost containment proposals 
limited solely.to Medicare (e.g,, benefit reductions or changes In 
Medicare's rel5ibursement method, such as the ne^I^r enacted DRG payment 
^ystem) encourage providers to shift costs to non-HedHcare, private 
pay patients and therefore do little to reduce the overall rate of 
increase in hospital and health care costs. Such "solutions" accept 
the ^rapid increases in hospital and health care' costs as a given and 
merely shift the cost burden among payors. Channeling ever more 
cesoucCAB into a co8t-lnf latoij system, either by requiring Medicnie 
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|)«n«f lcl*rl«» to pay mort or by adding more c«v«nu« calt«d thcough 

taiss, vill not tolv* th« pcobltm of capldly rising h»altb care cbata. 

tn tha^ short tscmA AARF racommends that the rate of increasi in 

hospital, expenditures be limited to a fixed percentage that is 
• » * 

reasonably In line with the general inflation rate. The limit once 
established should apply to All third party payments to hbcpitals. 
Jplx states (Massachusetts, Connecticut, New York, New Jeruey, Hacyland 
and Washington) have had some measure of BuccesB in 1 imiting^ hospital 
cost escalation by utillxing mandatory pcoopectlve budgeting and/or 
rate review programs. As a result, increaoes In hospital 
costs in these six states ]?have^^on«l8tently averaged three to four 
percentage points less each year than In other states. In 1982, the 
mandatory review states limited increases in hospital costs to 10.8%, 
while all other etates experienced hospital ^'cost increases of 
16 .3% (Chart 4) . 

The experience in these six states demonstrates that hospittil 
tosts can be significantly restrained by regulatory action. The ^ 
Association supports the enactment of federal legislation that would 
encourage or force the states to establish mandatory hospital rate * 



do not exceed the natiqn^l^-ilmit and also to control the growth and 



revieV commissions to a^ure that inoreases/in payments to hospitals t 
do not exceed the natiqjwil^4lmit 
expansion of 'hospital faci^lities. 
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HOSPITAL EXPENDITMRCS UNDER MANDATORY RATE 
^ REVIEW SYSTEMS 

(1982 - 1983) 
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>6 for phyBicli^ns, they have steadily Increased their fees at rates in 
excefls oC the general rate of Inflation for years, thus demonet rating 
an. ability -to maintain targeted income levels. Physiclanfl, like 
hoppitals, muot begir> to share more of the financial rlok created by 
modern, high technology medicine. Thus, policy makers musi seriously 
consider a prospective pcicirfg approach to physician payments. AARP 
Is not committed at thie time to any particular method of establishing 
a prospective payment system for physician. We support timely 
enactment of the concept with actual implementation occuring after 
adequate consideration of the appropriate prospective payment 
methodology. 

In addition to controlling hospital and physician^ expend itures , 
AARP believes that limits must be established to control excessive 
growth of medical facilities and health professionals.' To help remove 
the economic incentives which have caused explosive growth 'in the 
supply of medical services/ the Association recommends the following 
steps 2 

1, limit tax breaks that promote the excessive expansion of con*- 
• ventional medical facilities, particularly hospitals, such as 



over-generous depreciation deductions when hospitals/nursing 



homes are sold; 



* 



2, change tax laws to cause employers and private *th 1 rd*-pa rty 
payors to resist health provider cost escalation; y 

3. make health/medical insurance corporations subject to ^he 




antitrust laws by repealing any state or federal antitrust 



exemptions; and 
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4. subsiaiie th« tcjilnlnq of only those hoAlth pcofonalonjilo who 
agree tp work in raedlcaUy undersecved areas, and provide 
lnc#ntlv« qcanti to h«al th •pi;of eeslon achoolt to encoi>r»ge 
training and curdcuium d«v«16pn)«nt in gtdatrict. 
Ov#«: th« cun, AARP b«litv«i thftt regulation shoul-d^c adua.l^ly 

glvt w«y to th« development of more ma rket~oc lented health caco 
dflivecy syateini. Health care delivery sl^ould be ceotructure^ to 
expand the'^aupply of needed aecvlce» that represent less costly 
altecnatlvee to hoopitals and nur8i|p' homes, * C6mpctfng forms of care 
delivery luch ae health maintenance and^ preferred provider ^ ^ 

Organization (H^V^• and PPOe) , emal^l clinics, and ambulatory health 
c*re facilities of all kinds should be encouragefl to the extent 
possible. ' Greliter us^ should also be made of pa ramedic^l spe rsonnel 
(for example, geriatric, nurse practitioners and- physician assistants) 
especially ilf underserved rural and inner-city areas^ and in auch 
neglected institutional settings as nursing hX)mes . 



I 



ire Xo 



CONCLUSION 

Health CareN^ost containment is the most important domestic 



polixiy is8i»tf^facing this nation. An across-the-board approach that 
llnTt^s thj^ rate of increase in both ^osj^ltal and physician 
f^pendltures for all third-party payors is required to slow corfts and* 
ensure a stable, affordable health care delivery syst^m^ 
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Senalor Jbpsbn. Thank you, I thank all tliree of you for very excel- 
lent testiiudny and I would like to start oJf by asking a conunon ques- 
tion and have all three of you respond. ' 

Hpw do you feel about the propteal that was made here earlier 
Um morninj^ during Mr. Calitano's testimouv with regard to tlie 
formation or a National Coiuuiission on Health Policy !f 

Mr, Hacking. Mr. Chairman, AAKP does not favor Uie idea of a 
commission, gwon our experience witli the Social Security Commis- 
sion- While I know that the package that the Sociaf Security Commis- 
sion assembled and delivbred to Congi-ess last year Avas hauod as a bi- 
partisan compromise^ our organization did not feel then nor do we 
febl how thatr what the Coimni^ion presented to tlie Congress and 
what the CongiesS enacted represented the best possible solution to 
the Droblems in the Social Security cash benefit aiea, 

Wiiat was worse was that jnuch of that package that was put to- 
gether" by the Commission was fashioned by a small group of Com- 
mission me^l^bers acting in private and out of the public view with- 
out any access ^ven to outside gro\ips that had an mtm^st, suoJi 
as our own organization. ^ ' 

However, we felt that once the package was assejnbled and then 
was introduced into the legislative piwess he'r^ the/e would At least 
be an opportunity ior us as an organization to try to influence tlie 
package, get soitie significant changes made in order to improve it. 

What we were hoping was that, on balance, we would be able to say 
that we could support it. What we found instead was that in the legis- 
lative process on Capitol Hill there was no opportunity to make any 
changes whatsoever in that package. No changes were going to be 
allowed and we werert()ld that time and ajgain and we went from bfRce 
to office on the House side and the Senate side. 

So from our organization's point of view, the Congress abdicated 
ite responsibilitv ih shape public policy and delegated that responsi- 
.bility to a small group of people, sortie of whom are not even elected 
members of ttiis body, and that we do not think the^way public policy 
should be shaped. * ^ 

We Would nope that in dealing with the medicare problem and the 
more general problem ©f cost escalation, that the Congress would face 
up to the problem itself and handle the issue. After all, much of the 
problem 4ias to do- with the way the Government has structured the 
mcentives in the health care marketplace through the tax laws and 
throuilfh direct and indirect subsidies to promote the gtowth and ex- 
pansion o^third-party payment system and promote the expansion of 
the supply of hospital facilities and medical 'personnel. 
' Senator Jepsen. Mr. Qoldbeck. . ^ . . - 

Mr. QoTj>BKOK. I think there*s good reason to be concerned about 
whether or not a commission would produce a viable sblution And 
if it was looked to from the standpoint of go away for a year and 
come back with the answer, I think that would be a mistake both 
in practical and politicalTerms as well. 
The rate of change in health care systems today suggests that 
^ there^s more ^ing on than can probably be i^rappled with within a 
year and* also suggeste that there isn^t^ a simplistic list of sort of 
policy oriented answers that somebody is going to come up -with to , 
resolve all our health care problems in this country. 
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On tho other hand, providing a jjiational forum for an ongoing 
focus on health policy. lasues ^ould Se a very beneficial sUhd. as loDg 
as we weren^t too overly anticipating the finality of the^outconie. 
And in that sense, we could certainly support., the creation of such 
an endeavor. ^ 

I think tliat what he was i^eferring to in tonus of a comnnssion to 
help develop a national health policy is an interesting set of termi- 
nology because, of course^ heSlth l)olicy is not a law nor docs a i>olioy 
equate necessarily to legislative response. Witness the f^t that we 
have one social service oriented national policy in America, which 
is in the housing area, where we have had since 1949 and then reiter- 
ated — and I'm sorry to tell you I can't remembe^^ — in either 1968 or 
1969, a national housing policy that said that every Ahierican is' 
entitled to housing in the following condition and it specifies it right 
down to toilets. It is a brief, yet rather detailed specification of what 
our housing policy ia. 

Yet only-^21Lporcent of the people in the United States who are 
eligible for public housing are receiviitg public housing. The fact 
that^ tJiere was a policy had virtually no ijnnact on the subscquQut 
legislation or private sector endeavors. So the mere creation of a 
policy doesa't produce a smution, but the exercise, I would posit to 
you, could be very valuable. 

Senator Jrpskn. Mrs. White* 

Mrs. WnrrE. As you know, I speak for a conservative organization 
and when I speak this morning to give you that pajticuJar answer 
it will be more personal I think allof us understand that commis- 
sions and studies cai^be quite expensive and again speaking from the 
grassroots organization, we do not feel that there's any better place 
to get the answer, to provide the study, to get the information or 
whatever is needed, than through and trom our Congressmen And 
Senators who we elect and send, to Washington. We feel that they 
are more concerned about the individuals, all of their constituentfl, 
regardless of their age and regattlless of their physical and financial 
conditions, aud ^e would be prone to continue to lean in that direction. 

Again, as I say, not only are we consenvative, but we are willing 
to cooperate and compromise in whatever is best for the people. And 
weTecogtoize that there's no bigcrer issue right now facing thie Ameri- 
. can public than that of the hoaltU problems that we see m the iwt"re 
and in the immediate future, as these gentlemen have stated and 
whose who preceded us, so we would do wHfct(?ver we could to support 
any cause that would help to eliminate any of problems and 
work toward a iporevpositive health program. /Thank you. ^ 

Senator Jepsen. Thank you. There^s no question about where any 
^ one of the three of vou stand on that issue. I appreciate that. 

Mr, Hackii\g, we heard testimony earlier which indicated that in At 
least one country health care is l>eing rationed with respect, to tJhe 
elderly, iRreat Britain certainly denies certain procedures-pimply be- 
cause they have gotten older^ A bit closer to home, weVe heard state- 
ments to the effect that the elderlv have a responsibility for certain 
types of medical care. Frankly, I find this thinking disturbing and P 
wonder if you could iel\ us what, in terms of your association, you think 
about this aeyelopment. 
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-i^^'i fI,A<^«^iNo. Well, Mr. Chairmah, care m this country todav is 

I ^ 1 •tJ'*,^ medicaid prices build and the ( Wross ni-oroeds fo 

t^lfTnf F^"*'""^ "^J^y "^"^ "P ^^^'i'^K ^it^' it by making J^r^ a,^^ 
shifts of costs ontj) medicaid beneficiaries, shifts so lariro that a vif? 
large lucroasmg share of the elderly pop ilVtion wi 1 Xiply bJ 

rS^rliZ 'f'- , ^^^^ medical fadSr 
tim« Tf ' ^ '^"^ relatively low income who over 

to ca'^ ao i f t r '"""'"ir n-'^' ^i" ^ P^-«el"<iod from access 
i^st mniSn f ^'"sp the rationing which has already begun will 
JUbt confl»uo and we will end up at some point in the futur^-in the 

oat stter:! W "^"^T^^^ '^j'^l^'y t«^')-oallv sophist icL^ cd" 
ca system that is able o provide cai-o only for the well-to-do or those 

medUcaU^e^*''"'' ' advocating grater regulation in the 

Mr. Hackinq. In the short term. 

r«^/S!nn '^IT^''' «ro some who believe that the 

Si - ^P^'^ had hHs contributed to some of the 

rS cTa.1 o??!:'''""""? Y^'^' " "'"^o^ any^^c^It Je^ 
tte fiolS ; S i ' ProvuTei-8, do you discourage people from entering 
wonuf, '. f/irV/''^ discourage improvements in technology, an§ 
r/i^,lrW f ''V"',?i'"' suggested, to ref/moro 

ZJ^L drt« IVr^l'^' K regulations so wi don't 
lose the drive for research and improvements in the area? 

Mr. Hacking. As I said in my statement, over the long term, the 
association does suoport a move away frOm regulation and toward 
S H approaches for delivering ca!?. We 
thmk that the health maintenance organizations have a great deal of 
promise, as do p,-efarred provide*- organizations. *^ 

MedicaK^lJLn'H'^^"- escalation problem is at hand now. 

tn ^r. T » f "|"\g."isolvency is not too far down the road. We have 
to do something that is going to be effective now to dampen the rate 
- of escalation of hc^pital costs and the only thing that we can roach 
tttL^Ho?tnST;r ''''f ^^^^^^-^t-^olrd relulatorrmochaSi 
hmnSXiV . t V^^J P^yty pajjers. If we don't get some relief *rom 
hospital cost escalation, we're never going to get to the point of sceini? 
enough resources channeled to promoithosfkinds of ZTmarK 
oriented moanj^ of delivering cai^ that could in the lo^g t^m iJJJe the 
same cost-dampening effect that regulation in the short term should 

' for^T """^ ^''^'"^ ^^""^ "^""^ rc^idation and that should be it 

• '^KWKN. OK. Do yott feel that Jiospital cost containment is 

singularly the most important factor that te ^ ust get at hnmecSy ? " 
Mr. Hackin'o. I'm afraid so. In tlie short terln, yes. - 

GolSJk? '^^'^""^ ■"^'^ '^"^ comment on that, Mr. 

« *f^,^«»"B*:cK Yea. I think that the concerns you just heard ex- 
M'T J think you do need to Lojnh. that the?e 

iri.il« n/*® J'' """fe mckly, should we decide to do so ^ 
or have the will to do so. If we believe the record that a capitated ; 
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system can (ft) provide- car© of at least compYirablo quality and (b) 
have a move cost efficient system and (c) are most cost cffi< ient booau^e 
of the economic incentives in' a capitated process, we could decide/ 
instead of spending the past 8 years wondering whether or not medi- 
care should be alldwed t4 have anvbody using an IIMO, Ave could 
decide that medicare will use IIMO*s, in whicn case there would l>e 
a pjethora of HMO^s overnight, 1 mean, there*s no concern al)out 
whether or not there are enougli capitated systems. If the Government 
is going to pay for care in capitated systems, there will l)e capitated 
systems in one hell of a l\^rry. 

I single medicai-e out because that's the progratn over which you have 
autliOrity. The sajne is true witli employers. Employers can decide that 
instead of having 10 percent, after 9 years^ of their population being 
in HMO's, that tney're goinff to have negotiated care systemil, prepaid 
systems, for 80 percent of their population and i^eap the benefits. 

So wd know a lot moreJthan we act upon. The same is certainly true 
with prevention. I would want to comment on one of the things that 
you said about Groat Britain and that is that in Grent Britain you*rc 
dealing with a very different cultural orientation toward many of these 
things as well. It*s «ot strictly a matter of regulation or even whether 
or not their costs have gone up in the past few years. A great many 
people in Gitjat Britain are very comfortable with the rationing 
process. It's not something which has the public marching through 
the halls of Parliament Wging to change and when it was imposed 
there was no whimper, public or otherwise. 

So it's tough tq simply say that w takes place in Great Britain, there- 
fore it wMll Or won't produce a comparable reaction here. Right now 
Great Britain is going through a meandeiing privatization of their 
health insurance system, not with anybody suggesting that the Public 
National Health Service should ffo away, but rafher that there could 
be more balance bromrht in by having more of a movement of the 
British United Providence Association or the private insurance sys- 
tems brought in as a compai\ion profl:ram. 

So there are certain intei-eating thin«p i3:oing or, and we are moving 
toward a more unified approach and other countries with unified ap- 
proaches are moving more toward diversified approaches. And it's a 
little hard to tell whose model vouVe supposed to follow. 

Tou askfed a question of the first pf^iel about what was happening 
to insurance and whether or not somefof these plans in the private 
sector would cause increases for certiiiu insured persons, and you 
^Kdft^t get a complete answer. The answer is ves, lots* 
^n^To are seeing, in effect, in large group circumstances^ the end of 
traditional insurance. Virtually no companies now are going out and 
signing new group indenmitv plans. They are either self-funding or 
they're sel^adm^ni8tered or both, and thev arc negotiating packages 
of care and they are bringing in capitated systems. They are not, in 
effect, spreading the risks the way traditio'nal insurance is designed 
and the way your former company made its mark and so fo^jth. 

That^s a part of history, not the future, and it brings with it a great 
deal m^re positive economic incentives, a groat deal more consumer 
awareness^ w great deal more choices which are very positive. Also, we 
have not figured out how to begin to deal with- the p€(Jple who have 
no choice but to get the very most e«p«i»ve care— tne adverse eelecr 



tion hMni»—imd it's going to bo an issue in the public program jiist m 
It 18 in the private program. There's no point in kidding ourselves, 
though, that it's goiiiff to happen. It's ftlr«adH^PPoning. 
Senator Jkpsen. Mrs. White do you have any comment! 
' Whitb. Yes, sir. You talk about cost containment and we really 

can t limit Uiat to medical care and hospitals in any form. Really, cost 
contauiment should bo applied to all otus, and this is the thing we talk 
aMOTf n the light of inflation. And I think every one of us in this room 
ana in Amenda to<lay is concerned About inflation because it affects 
everything. So when we refer to hospital costs, wo have to realize that 
ovorythmg that goes into that hospital is inflated from the bath towels, 
tUe bed sheets, to the cost of sophisticated equipment which they use. 
So Uus 18 an overall picture which you, as Members of Congress, havo 
an opportunity to look at, to cbmparo, and to see how you best think 
it should bo done. . 

We in farm bureau would like loss government and what we say with 
that IS wo like the ones wo have elected to use their ^ood judgment 
tlirough the expertise that's able and provided to them, and then they, 
working with the private sector and tlio individuals back in the areas 
they roDresent— and I cannot emphasize that enough, sir, that work- 
ing with the people that you represent— and this gets all areas, all 
seginonts, all ages, all professions and businesses—and we believe you, 
working togother with these individuals, that you will bo working for 
the good of the people you represent and likewise for the good of all 
America. ^ 

Senator Jhpsbn. Thank you. 

Just by way of summary^ I gathepjd here from the first panel's rtj- 
spohse that Uiere was a feelmg on behalf of industry, as Mr. CaHfano 
said, that there was te of a shell game, a transferring of costs, that 
the costs didn't go away, and that there is concern oixUieir part that 
maybe one of the reasons that they wore rather receptive to and in^fact 
advocated a national commission was that when these costs were trans- 
ferred thorp was a^tondonoy of Government to push them off on the 
private sector ajid they in the private sector had to pay for them, and 
that If they hrfd a national commission they felt that they would have 
a chance to have some input there and maybe they could neutralize this 
or at least put into, better perspective. 

Now, Mr. Hacking, to a little bit of the same degree but with a 
dilferent result, feels that there may be transfer from the Govern- 
niont to the iifdividiial and therefor* that in this instance the indi- 
viduals you represent are on fixed incomes, the great majority of 
•them, but they can't adjust and they don't sell cars and mjOco upr- 
one of them said $^80 and the other one ^aid they got $580 and that 
W6 need to turn up another 80 to pay the cost and the consumer 
ultimately pays. You don't have consumers in your organization— 
I mean, they are consumers, but thev have fixed incomes and they 
are m the retironfent years of their lives. So the end result affects . 
vour association aijrd your mertibers and the people you represent 
differently. The.y have to pay for it, or do without, and the 4atter 
is, I think, one of the things you put quotation marks around. Is 
that correct? 1)9 this analysis correct? , • 
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Mr, Hacking- That*8 correct, Tho businosses in this country, as 
they Incur higher premiums for th^^fl^^oup health insurance they pro- 
vido for their workers, pass thode pr6inhiin&— either pass them back- 
ward on to their workers in the rorm of Jowijr wages or thcv pass 
them forward to the consuinei!i3 in the form of high prices for tho, 
ipoods and services Uiat those manufacturers pro<lnco, Thaj^'s the way 
mings are being handled today. 

The problem that tlio business community is nmninff into now is 
that it^s becoming a little more difllcult for them to shift those costs 
either backward to the workers or forward to the consumers because 
they are meetingr witli resistance. Therefore, in the future, what em- 
ployers majr ena up having to do is what we arc already seeing 
niippening m medicaid; that is, cut back the extent of the protection 
that that group health insurance provyJes for those workers and those 
workers* dependents through things like the introduction of deducti- 
bles, coinsurance — the same thing that the Congress has been doing 
ovef the last several years in the medicare projects. And eventually, 
you will see happening in the private group insurance area what we 
mre now seeing happening in medicare, and that is, as the cost is 
shifted to the individuals, more and fhoro individuals are going to 
be preclud^ from accfess to care, 

Senator jKrSEN. Mr. Goldbeck. 

Mr. GouoBEOK. Certainly that is a correct characterization of the 
' fact that business is always in a situation of passinp the costs on to 
somebody else. This is in effect a middle person in that regard. That 
somebody also includes millions of shareholders and tl\e whole fabric 
6f the economic part of this Nation, 

I think it underscores tho fact that there is no payer out there m 
th^ final analysis to pass something on to, which is why we need to 
stop kidding ourselves that moving it around or moving Joe's pea 
around, which is ^hat it is, gets you anywhere, .Businesses cm only 
pay that which telates to tho revenues thf^t thev generate from their 
products. Congress can only pay that which plates to the taxes that 
their receive. Tlie rest of us can only pay that which relates to the 
revenue? that we receive from wages or inheritance or* some other 

source. ,1^,11 

We are, in effect, a collective i)ayer in that regard. So whether or 
not one jfrbup at one period of time is more successful than another 
in getting out of paying do^sn^t lessen the national burden. It won t 
change. What your job is and our job is collectively is to change those 
lines, to bend the curve, not to try to get another color up thefe for a 
different payer because then the curve goes the same way. That's the 

difference/ it* 

What we don^t see vet in the private sector airtong the big com- 
panies-^I stress that that is all I'm Jtalking about is the big com- 
pi|nie»— is a trend toward cutting back on anv protection that means 
anything that is in any way essential. I would stress that there is no 
reason in the world why we can't have all the medical care that is 
truly needed in the Appropriate settings for the amotint of money 

that we spend. , 1 , 1 ^ 

The problem is that we spend a gr^at deal that doesn t get us any- 
where ftt)m the health standpoint and is a total waste from an economic 
utandpoinft. 
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Senator Jepsen. Well, third payor being Uio culprit hero, according 
to everybody has caused a lot of tliese incroosos in coste: at the saiSo 

tion, the AAKI , the third payor in this instance is a combination of 
the private insurance and Government— but when ydu talk about Uie 
third payor, the private sector and the insurance business over the 
years has had to develop and create things to try to hove cost control 
and tty to make things meet. In group insurance for yeai-s— I thinJk 
Its fitiH true— but in Uio years that you said are now gone, Mr. Gold- 
beck, I remember ftll wo used to talk about was if woTiandlod money 
eyoryl>ody would breajJio easy and shake hands apd congratulate each 
other if you broke even at the end of the year and you had thousands 
and thousands of people putting monov in and since it's not an waot 
science like life insurance and so on, if yoii broke even it was a great 
success. Hut when the experience shows that there arc some things on 
the market, then the priva,te sector insurance company had to addrejjs 
iSn J ^ •u'^ started with mayl>o a 10-porcent coinsurance or a 
Jpau deductible or thoy put some limitations on it, but thoy did that. 
• But the third payer, when it comes to Govornmont, where for yeai-s 
It scemod as though wo had some kind of a reciprocal pUmp and it just 
kept providing dollars, and another thing I take issue with in what 
you said about Congress spending the money thoy haVo taken in— 
l.ongmiis always spends all the revonuos that they take in plus all 
the additional money that wo could get by with. 

•?» *»osP>t»l cost containment and the runaway health costs, T 
think If we can sit down honestly and discuss long enough about try- 
"i'lk problem very generally, you fcould say that oiio 

of the third payer folks here is the Government and thoy s«em to use 
the third payer more removed than most and the doctor, the hospital, 
the patient-whoever else might be involved— have the Government 
inyolved bccaijao they/come in Friday and they could go home Friday 
but stay until Monday and say that as long as the Government is pay- 
ing for it It really doesn't cost anybody anything. That's not true with 
a private insurance company, but it doesn't cost anybody anything be- 
cause the Government is paving for it. and without any \iad inteiifipns 
m their heart or any conspiracy involved or any prior planniniTthe 
ttJtontion of the occunancy in the hospital is gqitxg up, and why not^ 
Stey over the weekend l)ecaiise it doesn't cost anybody anVtliing. The 
doctor is going to be there anyway fend th^patient doesn't have to- 
m f Jfft^forating a little bit to make a point, but it happens, accord- 
ing to all the hearin/p-the few hearings we've had here, when vow 
examine the file, you find case after case and you could probably multi- 
ply It by hundreds of thousands where this ^lid happen, that tKer© are 
3 or 4 extra days as long as nobody was ifetting hurt because the Gov- 
' ""^JUm?"* 'ft?"y'?*f Senator Dir^s6n said, "A million.hero and 

a nullion there, it adds up to some real money after a while," and that's 
I "luT^ that hospital room rod line is one of tho reasons 
why the third payei--GoYernment probably the .most far removed 
thtrd payer, most mvi.sibje. and it really doe.sn't cost anybody. 

lint to .summarize what I'm Saying, there is some of the same prin- 
ciples that have been developed in the private sector for trying on 
an approved business bajis t<i control health costs, some of wfiicli are 
cau»^ by just people being people, just human nature, and you have 
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to apply some business principle and they^re going to have to be ap- 
plied, but when you ^t to pOQ{)le on fixed incontesf, we've got a lack 
of flexibility, a little different situation. 

I guess my qia>stion is^ without this conuuission — and I'm not (te- 

* bating that — evidentjv^ou weren't represented in that last conimis- 
* sion* Mr. Hacking, is that correct ? 

lyir. Haokiko. Well, there was no AARP representative on this 
commission. • 
iBqpator Jepsbn. Well, ^hat way,- other than bruiging people who 
^ reprosenjt all facets and phases Ciul parts of this whole nroblcni to- 

gether and sitting down on a consensus people pounding tilings out — 
now would you expect to get this total overview. Could Congress do it ? 
That's what Mrs. White was sayings 

. Mr. HACKma. We would ratlier see it done in the Congress and in 
the public forum. As I indicated in my comments on the commission 
I gave earlier, our problem with the Social Security (^onunission was 
that what was fashioned was faslfioned in private out bf the public 
view. Now we had contmissions before that, but generi^lly other com- 
missions have just simply put something together and sent it up to 
Congi'oss and then what was sent up was considered in the ordinary 
process. We jus^, had the Social Security Policy Council send up to 
^ Capitol Hill iti recommeiidations for the Medicare Program. Unfor- 
tunately, the Social Security Policy Council, their i-ecomniendations 
took a look only at^ this problem and we think you need to take a sys- 
toinwide approacli to tliis problem. 

Sd if the commission you^re talking about, Sir. Chairman, is going 
tfi be in the public, that^s going to hear the views ot taxpayei-s, work- 
ers, business, the elderly, nas weN as the insurance, companies and 
' ^ providers of caro, then fin\ ^Vhat we don't want to see happen is 
what happened last year with the Social Security Coimnission. 

Mr. GoLDBECK. Whiether fortunately or unfortunately, the reality 
of the life of the commission and their impact ib that those that get 
something done get it done because it dia it in private, and those 
that just produced a report in public have produced very few put- 
comes. Again, without suggesting whether tliat's good or bad, you 
can look through sniiject after subject Over a 50-year period and that 
is exactly what has ti^ken place. And so that is why I said in part 
whether or not a commission is a viable concept has a lot to do with 
what th^ expectations are for the outcome of that commission. 

Senator Jepsrn. Do vou have a qomment, Mrs. Wliite? 

Mrs. White. Well, the group youVe had here this morninif, you 
* could take us all coming in representing the different people and 

♦ hiavbe individuals and if wo all sat down together I dare say we 
couldn't come up with anythinjof better that would better meet the 
needs of your peopl<? in your home State than you could yourself 
You say yoh ffot the opportunity to bring people in for discussions, 
to meet with the groups, to meet with the commission or whatever— 
you would, but yon would not always giH t)ie working people and you 
would not always get the elderly and yon would not always get the 
people who are gomg to be^concerned with your decision. 

I just don't think there's any better way to get anything tliat I 
want through Congi:es9— and now I'm being personal— thari going ib 
ray own Representatives and my own Senators and having them know 
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about nvy cause bcoauso I lx>liovo thoy. like you and the other Mem- 
\)fsvs ctf Congress, are moi'» ooncorned alwnt t)ie total group than any- 
. one else on any commission anywhere. 

Senator jKrsEN. Well, I thank you. I would say to you, Mrs. Wliite, 
that you have raised some valid arguments for allowing farmers and 
self-einployod business men or women to deduct at least U$i\t tlie cost 
of tJieir health insurance and I am a cosponsor of tliat in (he Senate,- 
and across the Iward I think tliere^s some hope for that, 

I would ask if thon^ are any chxsing statements or any statements on 
the recojd you would like to make before we go on to the next panel? 

Mr. Hacking, Ye:^, Mr. Chairmi|n. I'd like you to look again at this 
chart. This is where the medicai^e dollar goes. B^jfedicare, especially 
modicai-e part A, is a program that pays hospitals and as you can 
see trom what is happening in terms of hospital robm rates relative 
to what is hapi)enhig to the ('onsiuner Price Index, it is the cause of 
the escalation in hospital costs that is impacting on the medicaid 
program and driving that program very rapidly toward insolvency. 

Until something is done about hospital cost escalation, Uie crisis 
in medicare cannot %6 av^oidbd. It can be deferred. You can mise taxes 
on workers and consumers, but it cannot be avoided. The deficit will 
snnply build over time and tJie Congress will have to over tirnp trans- 
fer more and more private and public wealth into the Medicare Pro- 
gram to continue to pay hospitals. 

Senator Jepsen. Mr. Goldbeck. 

Mr. GoLDBEOK. I would certainly agree with that. I think that our 
message would be that there is not an advantage to the economy of this 
country, basically the jurisdiction of tb^ committee, to segment this 
economic problem into one that is meyncare only or medicaid only or 
State only or business only, but rathw one which is a total economic 
problem that will indeed i^spond to CTOjiomic change and economic 
incentives. ^ 

^ The problems that we have now ate a response to a set of economic 
circumstances that we wrote collectively. If wo wish to brinff about 
• changes in those trend lines, if we want to change the pie, Uien we 
have to change the rules. That means we are ovC^rtly restructuring one 
of the most ironically economically successful industries in America to- 
day and we have to be willing to do that and not pretend that we^re 
talking about a little bit of benefit here or a little bit of eligibility 
there. We're t^ilking about restructuring the economics of a major 
industry and decide that that warrants national attention. We think 
it docs and we think this committee is to be commended for helping 
move in that direction, 

Seria'torJKPSRN. Mrs. White. 

Mr?5. WHtTiD. I would like to say the same thing. You do need to be 
committed. I think Congress is working at this. All of us recognize the 
fact it's costs evnrywhere to every individual, regardless of what .sta- 
tion in life they are. Ts the concern about the cost of Government, the 
cost of living wherever they Are. Talk about running out of money, it^s 
like the little boy who said to his mother, "Don't worry about losing 
your billfold, it was just money.'' Well, it used to l>o just money, but 
f it isn't so any more. The Government has no money, the people have 

n<l money. So we are concerned in general about the conditions of this 
country. 
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So I will repeat wliat I said already several times, I don*t think any- 
body can solve these pro\)lenis any better than Congi-ess working with 
the people, and I do say yon are working at it the l)est you can with 
the problems you have and the people you have out there showing the 
mterest, and I would like to encourage more people who are concerned 
about everything weVe discussed this morning to got involved and let 
you hear troni them, rather than waiting untU the time for criticism. 
So we appreciate it and any way farm bureau can work with you we 
would be glad to. Thank you. 

Senator Jefsen. I might say that you^ro three of the most dynamic 
witnesses I havo over luul ap|)oar. I appreciate it and I mean that very 
sincerely. You presented a lot of food for thought and you liave toW 
it like it is and I appreciate that Thank you for coming and we look 
forward to your input as we move along. It is something we will ad- 
dress beeauHO we must this year and hoFM^tiiUv we can do it with a little 
more of a broad brusli raUier than just focusing in on the medicare and 
medicaid programs. It is much broader than ju^t that and vour sug- 
gestions and your observations have contributed to that. Tlfiartk you 
very miMi» 

1 would call the next panel: Mary Suther, Dr. Nelson, and Jack 
Owen. Mary Suther is executive officer of the VNA of Dallas, TX, and 
will Ix* testifying on behalf of the National Association for Home 
Cait5, the largest representrttive of home health care agencies. T think 
it's very appropriate and very interesting that We have just had quite 
a dramatic exchange here and discussion on hospital cost containment 
and I didn^t hear, anything said alx)ut maybe we ouffht to do things 
<liircrent. Mayl)e it*s the home health care that can alleviate some of 
this. will now hear nhoixt that I'm sure. 

Dr. Nelson will be testifying on behalf of the American Medical 
Association , and Jack Owen will be representing the hospital 
coumnmity» 

At this point in time Vm going to go vote and. so T will declare a 
6>minute recess and ypu can all i-est and get better acquainted and T 
will be back in about 5 minfttos. We will recess for that time, 

[A short recess was taken»1 

Senator Jepotjn. I will call this hearing to order* 

Mary Suther, executive officer of the VNA of Dallas, TX* Mary will 
testify on behalf of the National Association for Home On re, the larg- 
est representative of homo health care agencies. Dr. Alan Nelson, board 
of trustees, American Medical Association, will be testif ving on behalf 
of the AMA and will give the view of physicians; and Mr, Jack Owen, 
executive vice president, American Hospital Association. 

Well start from my left and go right and, Mr. Owen, ybu mav pro- 
ceeds Your prepared statement wiU l>e entei>ed into the record Und' 
you may proceed iti any way you so desire. 

STATEMEHT OF JACK OWEN, EXECUTIVE VICE PRESIDENT, 
AMERICAN jg^lfAI ASSOCIATION 

Mr. OwBN. Thank you, Cljairman. I am Jack Owen, executive 
vicQ^jplresident of the American Hospital Association, and I am going 
to refer to my testimony but I'm going to summarize it and keep it 
rather shoHr» - 
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I'd iiko to start off by just commonti'ng Oii a couplo of things that 
raixw HI) ill previoua pnnols if 1 might. 1 lieard Mr. Cnlifftno talking 
ttlwut tl>o prohlems and I tluuk one thing ho did say, that I would qor- 
tamlv agroo with him on that during the 1960's the whole emphasis on 
health cai-o was access, one level of care, the best care, the highest qual- 
ity, and everybody was supposed to get t^^at high level of care. And I 
guess wo did too good a job because that's what drove costs Up as much 
as anything else. 

The incentive was to provide care for anybody who came and, as 
you said, the Government paid for it, and those are. the rules \fith 
which wo played for almost 20 yoaitj. 

Now we are faced with a-coniplctoly diffei-ont set of circumstances. 
We know wo can't afford to provide care for everybody. J'hore's just 
not enough monov there, so the hoepitals wero asked that we turn 
around and do a different approach and I'm pleased today tp bo able 
to report that I think av<s are making progress in the year**s time thnt 
C ongress has had to chatige the incentive system. 

I would like to just point out what's hapooned in the last year and 
why wo believe the incentive system is starting to work, i-egardles.i of 
what you see. I have to again refer to Mr. Hacking pointing to the i-od 
lino, the hospital " room line, and he said that was driving u~p tjie 
medicare costs. I would remind you, Mr. Chairman, that medicare does 
il<a pay hospital room rates, never has, and that the room rates that 
are there are sot by hospitals but with 94 percent of the people beihg 
third party paid for, very few of them ever pay the room rates and 
It s a figuil» that shows up constantly which really has very little mean- 
mg when it comes to whether inflation and hospital costs have in- , 
croasedor not. T think we have to keep that in mind. Blue Cross doesn't 

Say room rates. Some insurance companies do. Medicare and medicaid 
ort't. 

I think we have to also, if I could comment just a minute on the 
shifting, because thew seems to bo an awf"l lot df concern — both the 
gentlemen from Ford and ChrvRler and Mr. Goldbeck from the Busi- 
ness Council talked about the shifting of costs. 

First of all, I'd have to say that hospitals don't shift costs. They 
shift whore they pet their revenue from. If we have three patients in 
the hospital and Dr. Nelson is a full paver and this gentleinoh i.sn*t 
and I'm a medicare patient and this gentleman doesn't pay anything, 
his costs are going to be the same as our costs, but we have to iret some 
revenue to pay for that. And the real issue is, where does the hospital 
gerthe money to take care of the people who aren't going to pay? 

The implication this mominir was that medicare was the culprit 
that was sniftinsr the costs to the private sector. I don't Inslieve that. I 
don't think any statistics so far are showing th^t medicare is the cul- 
prit. Medicaid, however, is. Medicaid, which is being cut back by 
States across this country, are leaving a lot of peopl^who are poor 
and needy uncovered and they're not being covered by tlio Ford Motor 
Co., or the Chryslers or any' of the business groups, and the AARP 
and other groups don't want to pay for them either, but when that dis- 
^ advantaged person koines into the hospital for £hat appendicitis oi* 
broken leg, the hospital takes cai-e of hi'm. The hospital doesn't say, 
**I*m sorry, we can't take care of you because we've got to shift where 
we get the revenue from, because we're going to have to pay for food, 
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we'ro going to have to pa;(r for people to take care of you and pay for 
the drugs.' Nobody is giving those supplies to us. So that somebody, no 
matter what kind of a system we talk about^ we're going to have some 
Jpoor, diskdvaiitated people and there will be some revenue shift. 
^ There's got to be. There ism every business. 

So with that, I would just like to point out very quickly if I could 
what we see happening in regard to the incentive system that is now 
underway with medicare and why we think it's going to have some 
powerful incentives on the rest of the private sector as well, 
, During 1988, the rate of increase in total, hospital expenses slowed 
from about 16.8 percent in 1982 to 10.2 percent in 1983. So we had 
abouUa' S percent decrease or slowing down in the hospital expenses. 
The reduction in the rate of inci-easo in inpatient expenses has been 
even greater, from 16.6 percent in 1982 to 9.6 percent m 1988. We are 
now down below the double digit inflation, 
t This substantial reduction cannot be explained solely on the basis 

of demand or marketplace pressures. As trends in hospital employ- 
ment and len^i of stay indicate, a substantial part of the industry's 
performance m 1988 is due to improvements in hospital efficiency in 
OQth the production and use of hospital services. That's what^this sys~ 
tern was designed to do, to increase production and efficiency. 

During the past several years, a trend toward slower growtli of 
hospital employment has been established. The increase in hospital 
employment was dramatically lower in 1988 tlian in 1982. Total em- 
ployment rose 1.4 percent in 1986 compared to a 8.7-percent increase 
m 1982. The increase in staffing ratios was also smaller in 1988 than in 
1982, indicating that the slower growth of employment was ^lot entirely 
due to slower demand growth. 

Slower g^rowth in the volmne of hospital services also has moder- ^ 
ated historical trends in hospital expenses, contrary to what many of 
our critics are saying that this line is just going up out of sight. Total 
admissions declined a h«f of 1 percent during 1988 after remaining 
stable in 1982, ^ 

Now if vou think about that *for 1 minute, admissions of patients 
65 jrears oi and older increased 4.7 percent against about 6 percent 
during the historical trend each year because of the number of people 
who are turning over into the age 66 group. The length of stay for 

!>atient8 66 years of a^ and older was down sharply, 4.6 percent, result- 
ng in almost no net increase in total patient days for patients in thisr 
oate^ry. In other words, even though the increase in the trend of 
admissions is going up slightly, because we were able to cut the length 
of stay, the total aays for medicare in 1088 remained stable and there 
was no increase for the first time. These annual trends were even more 
apparent in the fourth quarter of 1988, We just storted the DUG pro- 
gram on October!, 1988, so that was the J&Wrtli quarter. Admissions of 
^ patients 66 yeaiv>' and older increased by less than 1 percent in 
that miarter, wnile the averai^e length of stay fell 5.5 percent. So 
something has happened out there and the incentive under the DRG 
system is starting to work. 
Slower fin[Owtn of utilization was not limited to the over-66 popti- 
. lation. I think this is iniportant from the standpoint of what these ^ 
panels are talking about. They seemed to think the only thing happen- 
ing has to do with niedicare. Admiwiona for patients under the age 
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of 65 was down sharply jjuring 1988, 2.8 percent. Thus, we had a 2»8 
percent decline iji the rate of admissions of those under 65. wliidi 
means that tlie people that are on Bhie Cross and conunercial insur- 
ance and so forth tnat are not a part of medicare are actually using 
hospital care less. And that trend is continuing in the first quarter 
of this year. 

J^ow the significance of tliese trends is readily apparent. F'irst, 
hospitals are i^esponding to the incentives created by boUi prospective 
pricing and the system of {)er cape jiayment establishment Medicai-e 
length of stay is down, the increase in hospital staiBng levels is Slow- 
wid the overall increase in h(>s[)ital costs is moderating. Second, 
because i-eal changes are occurring in hospital performance, savings 
aro being generated not onlv for tlie medicare pix>gram but also for 
other payers as well. This has been achieved without a monolithic 
system of payments covering all third parties and patients, and with- 
out a burdensome regulatory apparatus. It is critical that hospitals 
have the opportunity to continue their i^esponse to incentives created 
by pr^pective pricing and that the system not Ije manipulated to 
produce arbitrary, short-term reductions in Federal outlays. 

I doa^t quite understand Mr. Hacking^s jXHut that we're only going 
to have regulations for a short time. I just don't see how you can 
^ have reguktions for a short time and then take regulations away. 

I think other countries have shown that that doesn't work. 

Now ;[ust in summary of what else is happening. I would say that', 
in addition to the medicare progi-am which we're all concerned about, 
we have seen the advent of PPO's. These are preferred provider 
organizations which now there are some 84 hospitals that are involved 
in these, and in a recent survey that we've just completed, over YOO 
hospitals are now anticipating and investigating participation in 
these preferred provider organizations. 

Now these are organizations in which business and industry nego- 
tiate with the hospital to take careW their employees at a particular 
rate. It's a very competitive approach and it^s working. It's a big 
advantage to the employee groups. 

We have seen some technological advancement and these both in- 
crease and decrease costs and we have to I'Ccogniz^ that. But many 
times, they enhance the ability to treat patients. The CAT scan would 
be the most famous piece of equipment that weVe discussed over the 
past few years, The ability to look inside a person's bodv without 
having invasion tlirough surgorj^ was a groat step forward in diag- 
nostic treatment of the diagnostic procedures for a patient and with- 
out the technotoj^cal advances we w6uldn*t have that. So that's there. 

But I think we have got to be careful as we talk about we're going 
to save money and we'ijo going to cut the costs. We can't forget the 
accessibility, andt you n^ferrea to it very briefly when talking with 
Mr. Oalifano anH th^genClfl^man from Ford when you said the problem 
that yovi're reaching and seehig in Iowa as you cut back is that people 
are beij^nning to say, "Hey, wait 1 minute. We cbn't get the care we 
X want,'nind they're beginning to complain. Because we wiircontinue to 

keep the equality, we can do.that^ but we may have a problem keeping 
accessibility that we've known in the pasl ii no one wants to pick up 
theiY share of tl^ose who can't pay. 
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I would just conclude by saying thut the medioftre pricing policy, 
wluch right now 18 a fair policy, is going to work to hold down total 
medicare coals of health cure and it's going to help the rest of the 
oconohiy as well, but the price has got to be fair. When the price isn't 
fair, then we re going; to see a shifting of hospitals needing to get reve- 
nues from other patients. The shiftiqg that's taking place now, the 
kinds of shifting that Ford Motor Co. represented— and you asked 
him » very pertinent guestion and that is, why are those people 68 to 
W up, \t they re working there, why should they be part of the medi- 
care nrogram? That's a g6od question. It's tha^e kind of shifts which 
nobody wants to take that are ffoing to be woi-se if the price to the hos- 
pitals are below what the fixed costs are and we must continue to de- 
liver the care. 

Mr. Hacking and AARP and everybody else is saying more care 
and more care, but where's the money? I think you have to be very 
careful to watcli what happens to accessibility and I think we have to 
" 1)0 very careful as we watch medicare what happens to medicaid. The 
two liavo been tied together for so long, if States pull out of the medic- 
aid program, It becomes more difficult for hospitals to take care of the 
poor and needy. ^ 

With that, I would conclude my stat<iment, Mr. Chairinan 

[The prepared statement of Mr. Owen follows:] 
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PBSTAUD BTATSMEIfT Or JaoK OWBlf 
Mr. Chalnyin^ I «• J«ck Omn^ fir«cutlv« Vlc« Pr«tld«nt of th« AH^rican 
Hoapit^ Aaaoclation (AHA). Th« AHA, which r«(«reMnti ovtr j&,100 BUBbar 
hoipitala and h#ilth car* Initltutiont ^ wall «■ more th«n 3B,000 p«raoiul 
••■b«ra, 'iu pl«aa«d to hav* thia opportunity to pr«Mint *lts vl«wa on haalth 
cars coat iaauaa to tha Joint Econoaic Co^Mlttaa. 

INlRQpUCTION 

I aa particularly plaaaad to ba hara <oday, aa ^hia haaring provldaa an 
opportunity to raport on tha aubatantial prograaa that haa baan sada by tha 
hoapital induatry In raducing tha rata of Incraaaa in hoapital cofta ovar th 
paat yaar. Thia hearing ia alao an opportunity to diacuaa tha aignif leant 
changaa that are occurring in tha hoapital induatry In raaponaa to changing 
daaanda by both public and private pay^ra* Ihaaa changaa offer tha beat 
opportunity for enauring that coata are conaiatent with conauaer needa and 
expect a (.ion a. * \ 

For aeveral yeara the Aaerican Hoapital Aaaociatlon haa advocated the uae of 
incentlvea to bring about ho«pita^ coat containaent. The incentivea-baaed 
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a|ipro«ch stlaulatAa th# Industry to d«v«lop n«w vay« of d«liv«rlat^««rvlc«« at 
low«r co«t» and •ncour«g«« hoiipltil mAnat«r« to hm r««pon«lv« t<J<both conauMr 
and payar' dMaiKia. ttia prlvata ••ctor hmm adoptad aUMnta of thla approach, 
with aubatantlal activity occurrlnt In tha davtlopaant of prlvata aactor 
proipactlva prlclni ayataaa. prafarrad provldar ort«nltatlona mnd aalactad 
provldar contractlnt, and Innovatlva haalth Inauranca packagaa. Madlcara'a 
ptoapactl'va pricing ayataa provldaa an azaapla of how povarful tha Incantlv^a 
ap^oach can ba whan adoptad by a aajor payar. In addition. It provldaa an 
llluatratlon of tha laauaa that auat ba raaolvad It tha Incantlvaa-baaad 
.approach la to ba auccaaaful; 

y 

Tha AHA cOntlnuaa to ballava that tha Incantlvaa approach 1» auparlor to tha 
uaa of ragulatlon to control coat a. A rallanca on ragulatlon vlll dlacouraga 
Innovation that la aaaantlal if hl|^ quality haalth cara la to contlnua to ba 
Mda available to tha public at a coat that tha public la vllllng and abla to 
pay. Regulatory approachaa, particularly wh^ appllad acroaa tha boards 
Inhibit tha ability of provldar a to raapond to tha unlqua naada and 

axpactatlona of apaclflc cOnauaar groupa and aaployara. 

I 

1983 PEHFORt^WCg ^ 

f 

iHirlng 1983, tha rata of Incraaaa ^n total hoapltal axpanaaa alovad fro« 15.8 
parcant. In 1982» to 10.2 parcant, In 1983.* Tha reduction In tht rata of 
Incttiaa In^patlant astpanaaa haa ba«n avan graatars f|^ 15.6 patcant In 
19^ to 9*6 parcant In 1983. ttila aub|l:a^tlal reduction cannot ba axplalnad 
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on tha b«al« ot Aammai or ■■rk«tb««ket praaaur**. Aa tranda In hoapltal 
o9ploy««nt and len^ith of atty Iftdlcnte, ■ «ub8tAntU| purt of tho luduntry'* 
perforvAiYca In 1963 V* dn« to laproveMnta In ho«pltAl afflclency la both the 
productlo||t «nd xi^m of hoapltal aarvlcaah 

\ 

During the paat aeveral yaara, a tr«nd toward alowar growth of hoapltal 
eaployvant haa b««n aatabllah/d. th« Incraaaa In hoapltal «Bployment waa 
dramatically lowar iXi l983>«ian In 1982, Total aaployMnt roaa 1*A parcant In 
1983 compared to a 3.7 parcant lncr«aa« In 1982* Tha Incraaaa In atafflng 
ratloa waa alao amaller In 1^3 thaa^n'19e2, Indicating that the alowar flf . 

growth of 6«ploym«nt waa not ant Ira ly du9 to alovar da^ud growth. 

Slower growth in tha voluma o*f hoapltal aarvlCea alao haa aodaratad hlatorlcal 
tranda In hoapltal azpanaaa. Total adalaalona dacllnad l/2 of 1 parcant 
during 198^3^ aftar raaalnlng atabla In 198 2. Ad&laalona of patlanta 63 yeara 
of age and older Increaaed 4.7 percent during 1983, allghtly below thtf 
hlatorlcal trend. Length of *tay for patlanta 63 yaara of age and older waa 
down aharply — 4.5 percant--^aaultlng In al«oat no net Incraaaa In total 
p«tlant daya for patlanta In thla category. Theao-annual trenda were even 
•ore apparei^t In the fourth quarter of 1983» with adalaalona of patlanta 65 
yaara of age and old*r Increasing by leaa than 1 percent » while the average 
length of stay for theae pat4nta fall 3.3 percent. 

Slower growth of utilization vaa not Halted to the over-^5 population. 

V 

Adalaalona for patlanta under the age of 65 waa down aharply duslng 1983 — ^2^8 
percent — thua, continuing trenda eatabllthed In 1982. 
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Ttift ilgnlflcanct of thea« trends la readily apparent* Flrat » hoapltAlM aro 
responding to the Incentive a creeted by bot!\ pr'oepectlve pricing and. tUe 
eyeten of per ceee payment eeteblleKed by the Tax Bqulty and Plecel 
RAeponelblllty Act. Hedlj^re length of etey le down» th« Increeee In hoepltel 

• tefflns lev«le le elovlng, end the overell Increeee dn hoep^tAl coete le 

* 

moderetlnjt- Second » beceuee reel chengee are occurring In hoepltal 
p«rforMnc6, eavlnge ere being generated not only for tlie Medicare program but 
alao for other payere He well. Thle hes been achieved without a monolithic 
eyetea of piyvent covering all third partlee and patient e^ and without e 
burdenaoae regulatory apparatue. It la crltlcel thet hoepltala have the 
opportunity to continue t:helr reeponee to the Incentives created by 
proipectlve pricing end thet the eyetea not be »aivl pule ted to produce 
erbltreryi ehort-ter* reductlone In federel outleye. \^ 

FRIVATE SECTOR DEyELOPMK^q^ 

Although edoptlon of prospective pricing by HedlcAVe le the oioet drematlc . 
chenge In the hoepltel Industry » other changee ere teklng piece ee well. 
After H^dlcer* poeelbly the aoet widely dlecueeed new Idee In heelth cere la 
thet o)^ pr^«rred provider orgenlzetloqe C^POe). A eurvey conducted by the 
AaetlcBii Hoepltel Aeeocletlon and eponeored^by the Heelth Weet Foundetlon In 
late 1982 end early 1983 Identified 84 hoapltele Involved Ip a preferred 
provider organlzetlon and more than 700 hoepltele thet were conelderlng 
involvement In a PPO* A follbw-up eurvey conducted In July of 1963 ' Idf nt^||^d 
40 opera tlonul PPOe, aoet of which Involved two or aore hoepltele. The kfy 
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ch«r«ctirtitlc of thaaa organliatloni !■ th.lr uie* of unlquo coablnitlomi of 
*f«mtur«i to ttiit thi partlcHUr n««<lii *nd d«Mndi of an o«ploy«# group. ^ Both 

^ 

tha ■•rvlcaa cov«r«d and tha vaya of dallv«rlat C^hoae aarvlcaa vary frofli plan 
to plan, wKlrch anauraa a hl|jh dagree of raaponalvanaaa to the partic^^r 
groupa Involvad, 

With Incraaaad eaphaala on haalth car* coatB» aany ««ployara ara r«-aKaalnlng 
thalr haalth Inauranca covaraga to axplora alternatlva vaya of providing 
financial protactloVi to thalr anployaaa wJilla encouraging the coat-'af f actlW 
uaa of hOapltal and other health care aarvlcaa. Baployara alio hav« aliowu 
aubatantlal intaraat In tha PPO concapt. Many employara ara actively puraulug 
tha dav«lop«ent of PPOa aa an alternative to aora conventional l^aalth 
tnauraitta. In addition, e«ployar/pro vlder coallt^ong contlaua to ba one 
proalalng aaAna of bringing about ttb affective colleboretlo^ of provldere, 

eaplKyera, end orgeiUied lebor In en effort to contain health cere coete. The 

y 

Cowunlty Progrene for Afford.^* Heelth Care project » eponeored by the Robert 
Wood Jobnaon Foimdetl^n^ le providing exeaplee of Innoyetlve effdVt^ to 
devtloj^ locel heelth care f Inanclng »end jie 11 very ^yet erne that ere reeponelv* 
to cOMUnlty neede end reeourcee* 

LONG TERM I3SUBS 

The 1983 trende (leerly Indlcete that hoepltele are reBik)udlng to new 
iQcentlvee. It ie Inportent to recoi^lee^ however, that financing eyeteaa 
have purpoeea other th«n elaply contelnlng coete. In recfnt^ yaere, attention 
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h«« drifted «vay trow ^ conc«rn^l th« accaii to c«r« «n<i towurd an exclualv^ 
focu* on Vudt«tiiry l««vi««« Although Iwporttnt, budgetary li«u«« ihovUd not 
dottin«t« thm fomulatlon of holth policy by th« f«d«r«I goverrvAent , atata 
towir«»*nt» or by th* private lectorf It !• unni«llatlc to expact th^t 
l«prov««anta In afflclancy can ba uaad to ""fund" tachnologlcal advaocaa« 
Ef forta to do i|o Inavltabl^ raault In algnlflcant changaa iii tha aarvlcaa 
Avall«bl0 to both public and private patlenta* 

m 

Technological advancae cen boCh liicrenaa end decreaae coeta. Many 
technological edvencee IncretfA the demand for cere ae they enhance the 
ability of aedlclne to treat lllneee and extend the quality and length of 
life. Since the enectaent of the Nidicere prograa, that* hae been e eteedy 
increeee in the life expectancy of the elderly thet hee tended to parallel the 
tncreeee in the cbet of the Mtdicare prograa. The U,S, Office of Technology 
Aeeeeeaent hea identified neonetel inteneive cere ae e technological advance 
that h** iaproved the chance e of eurvival for preuture and high rlek 
infentp. SlMlle*ay» five-yeer eurvival ratee for childhood leukemia victlae 
have iBproved tremendouely in recent f^ere* In exaaiolng hoepltal 
departsentel etaffing trende» ve find that tha feetaet growing departMnte 
have baen thoae ueing sore Advanced technology end lUgher-pald thetepeutlc and 
diegnoetic eervi^ee. Providing thaee eervlcee raieee total coete» but at the 
eeae tiae iaprovee patient outcoMs and health etatue. 

Ttie iapleaentetion of the Hadicara proA>«ctlve pricing eyetea providae an 
opportunity^ to exaaina the relatlonehik aaong the objectivae of 
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O0^-coauln»fttt , quality of c«r# , and accaa« to •«rvlc««- If tUtt nav 8y«t«a 
i« «AnifHilAt«d to ■l«ply prvduci •hort-tim bud^^t ■«vln«B, th« ln«vlt«bl« 

4 

)n*»iilt will hm r«duc«d acc««« to ••rvlca« by thi •Idirly. A aucc«iaful 
Itadlcar* pAywint mymfm vqviifn prlc«« th«t art adtqunt* — ouly «d«qM«c» 
prlc#i(. will #n«bl« th« prograB to i^tt itu obJ«ctlv« of containing coat* 
wltj|ibut advaraaly affactln* th« iblllty of th« Medicare population to r#colv« 

Iti 'addition,' to be succaaaful, H«dlcara*« proapactlva pricing ayitaa alio aiiat 
•atabllah prlcaa that ara fair. If iX doai not, hoapltala say vail ba 
panalltad foif providing tachnologlcaUy advancad aarvlcaa or d«v«loplng 
rational r«farral natvorka. Tha AHA hua urgad both tha Dtp«rt»ant of Haalth 
aniT Htt^an Sarvlcaa and tha Congraaa to cara fully axaalna tha •qn^ty of tha 
MidlcNira proapactlva pricing ayataa, and Idantlfy any potentially advaraa 
cdnaaqufncaa of ■oving quickly to uniform national rataa of paymant. Problaaa 
already hava baan Idantlflad for cartaln rural hoapltala tliat function aa 

"Or , \ 

rafarral cantata and offer a co«prahanalv«\ ranga of aarvlcaa* Although thaaa 
hoipltala offar aarvlcaa that •X* co«p«rattLa to thoaa found In «oat cltlaa, 
thalr pay«ant oftrfn rangaa fro* $700 to t900 par caaa laaa thAn their urban 
c<)untarparta. ^ 



In an effort to addraaa equity probleae, the Aaerlcan Hoapltel Aaeoclatlon hae 
urged Congreea to etudy the cotvept of eettlng Medicare prlcee unique to each 
DRG beped on a coablnatlon of a uniform i^fftlonal rat* of payment and a 
hoepltal-apeclflc rate of payment* For thoae DRCe that deecrlbe a uniform 
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group of p«tl«nt«, th# |>rlc« wllX reflect the national HV<»rag«. The prlcee of 
thoee DBCe exhibiting eiibetentlel variation In coete, end in wlild\ eevorl ty of 
Ulneee le UVely to pley a »aJor role In detemlnlng the coet of tre«t««nt . 
would be heavily weighted t^oward a hoepltal-epeclf Ic rate. We believe thle 
approach hae great potentlel for Improving the equity of the Medicare 
pr<|^pectlve pricing eyetea, while preeervlng ite Incentives, until .uch t lae 
ae the DUG eyetea on which proepectlve pricing 1« Ueed le wdequetely refined. 

We havt Identified a nuaher of other probleae. Including deflclenclee In the 
wage iix^rtx ueed to adjuet prlcee foV regional verlatlone In the coet of labor 
end hew urged Congteee to sake noceeeery etatutory modlf Icatlone to prevent 
undeelrable changee lu the hoepltel Induetry that w^.!! be neceaeary if 
hoepltale ate to avoid unjuetlfled financial fthortfalle in the ehort-tenp. 

• cowairsioN 

The Medicare proepectlve pricing eyeteii i. de»onetretlng the ef fectlveneea of 
the incentlvee-bfteed approach to coutal.lhg health care cOete. Experlfnce to 
date euggeete that a Medicare-only eyetea can vorW to contain both Medicare 
expendlturee end total coete. The Medicare eyetea «lfo le providing «n 

A. ' 

opportunity to sxaaln. th« coBipl«xltl«« oncounter.d in trying to ch«n«« the 
lnc«nt;lvo« that Influence both hoepltal and patient behavior while providing 
adequate and fair rates of payaent. 

In evaluatlns the performance of the Medicare tyataa, the Aaerlcan Hoapltal 
A««oclatlon ut^ea M*bera of Copgreaa to keep in alnd the laauaa of coata and 
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of th« kind of Msdlcara gyat^ia that will hm avallabla to M«t tha na«da of th« 
• Idarly now and In thm fututa. tha Hadlcara ayataa la laplaa^ntad with J 

tin comltaant to aatabllahlna pr^f» thiit ara both adaquata and aqultabla, 
tha AHA balltva* that both tha public and tha provldara will ba wall aarv«d. 
In t!)a prlvata aactor, tha AHA urgaa Contraaa to glva provldara, Inaurara, and 
aaployara tha tlpa^ naadad to work out tha Innovatlva mathoda of provldlni a 

ranga.of aarvlcaa that ara raaponalva to tha oaada of particular groupa at a 

> 

coat that thoaa groupa ata willing to pay. * 



f 
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Smator JiBPSBN. lUmnkyoiiyMr.Owen. ^ 
Dr. Nelson. ^ 

STATElISirr OF AUIH R. KELSON, M.D.^ MEMBER, BOARD OF 
TRUSTEES, AMERICAH MEDICAL ASSOCIATION, ACCOMPANIED 
BT ROSS RUBIN, DIRECTOR, D£)PARTM£NT OF FEDERAL LEQIS- 
LATIOH, AMA 

Dr. NwLflON. Than^^oUj Mr. Chairman. My name is Alan Nelson. 
I^ra a private*practitioner ui internal, medicine in Salt Lake City, I'm 
also on tlie AMA board of trustees And with me is Mr. Ross Knbin 
fjrom the department of legislation of the AMA . 

The health care sector has become a major component of the Anxeri- 
can economy. In addition tp the frequently cited figure of 10 percent 
of the gross national product, you also have to remember that some 
7 million people are employed in health care, 6,2 million full-time 
equivalent positions. As a matter of fact, the health care industrv 
ranks second among the Nation's industries behind retail trade. Each 
offlce-baisod physician employs an average of 2.1 full-time equivalent 
nonphysician personnel. 

In the not too distant past, public policy in the health area was 
geared toward expansion of the health care system and promoting 
higher quality health care and wider public access to health services. 

Tlirough efforts in both the public and private sector our Nation 
has developed a medical care system that is a benchmark against which 
other medical systems throughout the world are measured. Health 
status in the United States, as a matter of fact, improved to the point 
where now we're increasingly worried about the cost of health care, in 
addition to the more fimdamental concerns of quality and access. 

But it's important in any discussion about the impact of health costs 
to talk about what that iuvestment Yfy our society nas purchased. 

The life expectancy of Americans nas increased from 69.7 years in 
1960 to 74.5 years in 1982. Infant mortality has been reduced to a 
record low of 11.2 per 1,000 live births, less than half the fig^ire in I960. 

Since" 1970, deaths from heart disease have declined by 25 percent 
and deaUis from stroke have declined by 40 percent. These advances 
have come through major tcchnolojfical advances as well as through 
improved access to care and changes in lifestyles. 

Medical advances have greatly increased the quality of health care 
available to Americans and the quality and length of their lives. 
Furthermore, a healthier population is more productive with less work- 
days lost to illness and with reductions in percentage of individuals 
who are disabled from certain chronic conditions. 

Mr. Chairman, many individuals now appear concerned that ex- 
penditurcs for health care exceed 10 percent of gross national product 
and while this is a substantial portioh of our total national product, it 
must be remembered that consumer expenditures for alcohol and 
tobacco were 8.8 percent of consumer expenditures in 1981 and that 
recreatioit accounted for 6.4 percent Taxes accounted for*20.48 per- 
V cent of gross personal income. It must be recognized also that 10 per- 
Mnt of groea national product for health care is not a magic figure 
and could justifiably increase over the years as medical care provides 
new benefita to our aging population. 
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•ml. JILi!.^'' curve of gross nfttional product and eliminnte all the 
SSZL ^ canv-that IS, we eliminate on a one-time basis all ov«r- 

♦hlV^f> ?i 'i'^^T*-'^ "^"^ ^« eliminate all the fat 

thi^t It 8 po^iblo to ehmmat^wo A^ould have a ono-tiino aborvation in 

n«^h?J^r' ^"^^^'^P^j^ bo slanted like this [indicating], or flat or 

Ef«^^L' ®T ^- then, as our tAnologicaf capabUity 

wnnStr *''T''T ^^'^ P*^'^' Pn>«"mably that curvJ 

would agam follow the same line. 

As a matter of fact, if we want to find the oulpnt for the curve that 
tZ'^ r ?f™x.r^.' P^'^^'^P'' the -single most responsible 

rnln r ''''''^^ ^- who discovered poniciUinf or Mr. 

John Crapper, who invented the flush toilet, because prior to the anti- 
diSn nr^h^ji IT Sanitation people died in infancy or as chil- 
!l ^^®**•f^'''''^® ^^^'^ ^^'^^^ J^tUe w^ could do for 

them m the hospital, and it didn't cost anybody anything. As we live 
Sgiu ""^"^ technological capabilities improve, as a consequence, 

*A X cliairman of Uie board of one of our major mutual insurers 
teU mo that tlie health care costs for two childioii in the neonatal in- 
tensive care unit wens several hundreds of thousands of dollai-s for two 
cluldren. He demaiided to know what we were going to do about that. 
1 had to ask him what he wanted us to.do, did he want us to let 2-pound 
babies die? If the answer is no, if we want 1%-to 2-pound babies to 
live, then we can't cnticije the health care system for pfoviding the, 
technological capability that permits that 

We have to make conscious decisions ^bout priority, and iTf con- 
clude my remarks, I will return to Uie comments of fonner SocreteJV 
Calif ano who called for a national health policy. ^ 

We don't provide the same care now that we did in 1960. I received 
a plione caN yesterday monung at 7 a.m. from a young woman patient 
- f >d that her insulin pump for her diabetes hadlost its program 
and she wanted to know how to roinstitute the program that pennita 

SLi^'n^r'.*''" T""^ ^^"^^ small doses with^larger 

vTlJ -^'x}^ each meal. Now my patient also had laser treatment so 
her eyesight is good, her diabetes management control is much bettor 
than It has ever been and she's substantially better off than her sister 
who 8 also a patient of mine who is blind, has diabetes, and is await- 
ing renal dialysis and a transplant. Unfortunately, some of our tech- 
nological capability did^t come along early enough for her sister, 
but we can't d^ny that most of the services that 1 provide as an in- 
ternist weren't available 19 years ago when I started practicing. Most 
of the druira that I prescribe, most of the tests that I order, weren't 
available. Of course, the cost will be different because the product is 
different. 

We alaohave to remember that health care costs aren't immune from 
outside n||>ket forces and general inflation. Hospitals and other health 
care settings are labor intensive. Therefore, inflation in wages and other 
general expenditures also contribute to the increosing costs. 

Finally, it's staggering to o%rve that lietween 198S and 2026 the 
growth of the population will bTSO percent. In that same timeframe, 
the growth of the po|iulation over 65 will be 200 percent, and the 
growth of those over 85 will be 800 percent. As we've already ob- 
served, the elderly have more health problems, and consume more 
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health rosoiircos. Unless we di^cido to mtion caro, , healtli costs will 

Last month the AMA sent a letter to every physician in this coun- 
try, whether they wei-c AMxV members or not^ and urged each to 
Volunt.arily fwseze his or her fees for a 1-year period and to continue 
\o take into account, the financial circumstances of our patients and 
to accept reduced fees wlien warranted and Iw considerate of the needs 
of our patients to avoid inci^easing tlie financial burden, particularly 
of the unemployed, the uninsured, and those under niedicare. 

And I have to be proud of the response from the State medical 
societies wit^h the medical associations of Alabama, Arkansas, Cali- 
fornia, Delaware, Florida, Georgia^ Iowa, Kansas, Kentucky, Lou- 
isiana, Massachusetts, Mississij^pi, Oklahoma, Texas, Utah, Vermont, 
Washington, Now York, Virgniia, and Wisconsin, just in the short 
period of time since we called for a freeze, having ratified that call 
and pledged their cooperation. National medical specialty societies 
have also adopted the freeze, including the American Academy of 
Neur<ilogy, the College of American Pathologists, the American 
Society of Internal Medicine, and several other specialty societies. 

We believe that the great advances ih health status of tlie Ameri- 
can people has occuri-cd because this country has devoted nece^ary 
resources to the health care sector and has kept inappropriate Gov- 
ernment intrusion intp the medical marketplace to a minimum. And 
we believe this policy should continue. 

We also believe that great strides can be made by encouraging the 
American public to prevent illness througji adoption of healthier 
lifestyles, such as improved diets, reduce smoking, and exercise. 

The Federal Government cajji play a valuable role in encouraging 
such activity 

It should "be rcineirtbercd that a significftnt reduction in health car© 
costs could have severe economic effects ^throufih decreased employ- V 
ment and the , spinoff spending generated by health care income. As 
a matter of fnict, since prospective pricinjr went into place there have 
been reports <>f hospitals initiating sij!:nificant layoffs of personnel 
causing; great concern within our communities, particularly in the 
relatively amttll cojrrtmimities. 

America's physi<;ians stand ready to cooperate in our Nation's con- 
tinuimr commitment to ensure tlie fiifihest possible level of liealth care 
for all people ftnd we iirfre you to keep irt mind, while expenditures 
for health care have increased Jfreatly over the past 80 years, the 
Nation and the economy as a whole have received sifniificBnt benefits 
from these expenditures. These benefits relate to improved health 
status, longer life expectancy, and improved qnality of life. Produc- 
tivity also increases when absenteeism from illness is reduced and 
when chronic conditions can bo controlled with workers continuing 
in their jobs. 

The American Medical Association is spending $8 million and has 
been <it work for over a year and will complete by the end of 1085 
its health policy agenda for the American people. The project brings 
together representatives from 160 groups, including Government, 
labor, business, hospitals, medical specialties, consumers, insurers, in 
the development of a national health policy which will be not the 
property of the AMA. The AMA is the facilitator and we are paying 
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XV^Ml^^^^ ^"^^^^ -^P»^ of the health 

medical oducatir amf StTfl/^ "''"^ '^''^'^s 

aorvicosontheoUrer "^'"'^ to payi^nt for 

some kind of consen48 «f loasr r"^'P'^^»'^^^ ^'t o1 tfus will comi 
hoftltli policy decLTon" arc nnTnl / -"'T'^l ^'^"^^ '» ^ho future our 
througf som^o cZZurZllo^^'^" " haphazard, isolated way, but 

PoXted br'^fho AiSa'^'^/P"^"' P'-i^cipJes, and issues, will bo sud 

policy. lU'c ^;.Z.bTodihm Ltr ^'/'"'^At^^- 

It reprosonte a conrnsus of^^ - ao^eptallo to tho AMA ^nc(> 
r would fh;nlr>T„?A? ^»«"PS participating. 

<**perience " ' ' optimistic based on our 

/oJuhidic;^^^^^^^^ to tho development of a 

kon that I raised about tl ^ or,^.?^^^ ^ ""^^ ^''^t qiios- 
/whftt can be done thon an^^^^^^^^ 

sorvo its health «n<i oZ^obl '^S ^''r.'^ ^'"'^ ««<^'«ty can 
citizenrtho wo k of Imt nmW "ii .'' ("u ^ ""^ "'"tho and house our 
people. It will ou con'^Xr ""'l' ^^'^P^''^^ the American ^ 

those difficult qucstirs/^^^^^^^^ "'"'"^''"^ "^"^^ solviuff^some of 
Thank you. 

[The prepaiwl staloment of I),-, follows :-| 
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Mr* Ch«lrm«n and M4iab«rt the Co^ltt#«? 

My n«o« In Alan R, N«|l»on, M-D. 1 *ni ii phynlcliin In the practice of 
Int*mel H^dloine In Selt' take City, Uteh, end I am n member of the Bonrd 
of Tnieteee o{ thm Anerlcen Medlcel Aieoclftlon , With roe todey li Roe« 
Rubin, Director of AMA*e Depertment of Fed«riil Legislation, The Amerlcen 
Medical Aeioclntlon !■ plctesed to huve the opportunity of preeentlng Its 
vlewg On the subject of heelth cere and It* effect on the economy. 

Mr. Chairmen, the health care sector has become a major component of 
the American economy. In addition to the frequently cited figure of 
health care Incoffle contributing to over lOX of the Grose National 
l*roduct, the health «ervlcei» Industry Is responsible for employing 3.2 
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million full time equlx^alenc pos,ttions i^nd rnnks sccon<l among the 
natlon»« Industries behind retail trade. Each ^fflce~bascd physician 
employs an average &i 2.1 full-time equivalent non-phys Iclan personnel. 
In the health care sector, for 1982 hospital care accounted for A2X of 
total expenditures and physicians services accounted for 19X. The 
balance of expenditures consists of nursing home care (8.5%), drugs 
(6.9Z), dentists services (6Z), research and constructlqn (4.41). program 
administration and insurance (3.9Z), other prof ess^ionai services (2%), 
eyeglasses and other appliances (1.93:), government public health 
activities ^2. 61), and other health services (2.3Z), 

The health caro sector of the economy also represents a grovlng part 
of our economy. This sector Is highly labor Intensive and In 1982 shoved 
a 4. 3X Increase In total private employment and a A.SZ Increase In growth 
work hours. Unemployment In the health care sector in 1982*''Vas limited, 
to A. 52:. Hospitals and other providers of -health care services are major 
sources of employment and Income for the local economy. 

Health care Issues Impact to a greater and greater degree In our_. 
put>llc policy debates. Federal an^ state governments confront health 
Issues directly through funding for and administration of t^he Medicare. 
Mcdlcal'ci, other, health benefit programs, and Qther public health 
a<;.tlvl tils and Indirectly through a concern for the general economy as a 
whole. Medicare costs are nov perceived as a major problem thfcatenlng 
the stability^ of the program. 



Corporations are also becoming more concerned with achieving 
economies In health care payment and delivery systems In light of^thelf 

r 

conmltttient to provide _ comprehensive health benefits ^overage to their 
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employees. Sotnc Industry 1$ noW 'Concerned thnt fringe benefit coBt$ 
place American buslntiss at .a disadvantage wtth foreign competitors having 
l^^er total labor costa. Clearly, the hcJ^lth area is viewed an a aector 
of the economy that is causing.^ pfoblemfi vlth cost concerns becoming the 
parntnount issue in the health debate In botji the public and private 
lector. 

This Vas not always the case. In the not too distant t)ast, public 
policy in the health area was glared toward expansion of the health care 
system and promoting higher quality health care and wider public access 
to health servi(^^^ The federal government sponsored grants to promote 



ae 
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hospital constru^Bon through the Hill-Burton program. Private Wtealth 
insurance was promoted through various provision* of the tax lawa 
designed to subsidize health insurance purchases. Covermnent and the 
private sector established major research programs aimed at eradicating 
or ameliorating dreaded diseases. Programs wer^ established to increase 
capacity to train health professionals. The economic signals of t 
sixties and seventies were directed toward expanalon of the health care 
system and increased resources to provide mpre and better s^rvicft's. 

Through th^se afforts our nation has developed a medical system that 
is a benchmark agaifist which other medical systems ate measured. Health 
status in the U.S. h«». In fact, improved to the point that allows ur to 
have the relative luxury of 'worrying* about the cost of health care in 
addition to the morft fundamental concerns of quality and access. 
Advances in Health Care 

.Mr. Chairman, it li important that in any discussion about the impact 
of health care costs on the economy ve not lose sight of the great 
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advanc*« thrtt have charscterlied our nation** henlch car« system and th« 
b«n«flta that hav<^ baan provldad to ovir goclaty. 

Tha Ufa axpactancy of Aaerlcana baa Incraased from 69,7 yeara In 
i960 to 7A.5 years In 1982. Infant laortallty ban been reduced to a 
racord low of 11,2 par 1000 live blrtbs. less tban hnlf tbc figure In 
1960. 

Today, throvigh the development of ' and wldeBprr.ad avnilablllty of 
vaccines, polio baa been virtually eliminated t the Incldcncu of mumpa baa 
fallftn from ovar 150,000 caft<^s as recently aa 1968, to 3,285 last year, 
and caaea of meaalea have declined from A81,530 In 1962 to 1,A36 In 1983. 

Since 1970, deatba from heart dlseaaa have (Cecllncd by 25X and deatba 
fron atroka have dedl^lned by 40X. Theaa a<fvancea have come through taajor 
technological advances Including open-heart surgery, pacemakers, new' 
drugs, and greater public consciousness of the Importance of proper' 

V 

exercise and diet. While cancer remains a ipajor threat, pat,lQnt8 are 

llvlAg longer after treatment and many forms of cancer, formerly viewed 

aa Inevitably leading to death* are now curable. 

Tha modern miracle of tranaplant aurgary provldea life and hope to 

people otherwise facing death, prolonged hoapltalliatlon or deteriorating 

quality of life. New hearta are tranaplanted Into 100 Americans per year 

and 5000 people receive tranaplanted kidneya. In 1983 there were 23,000 
a 

cornea transplants returning sight to those whose vision was severely 
iapttlred. 

Artificial organs are being f^tfloped for use when human organs are 

i 

unavailable. Artificial kidneys are being developed- as well as artifical 

» 

pancreases. Of course. we all became dramatically aware of the 
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artlflclJil heart which k«pt Dr. Batney Clark Alivtt for 112 day«- 
Artlflcal hip Joint. haf« b«com« 'almoit routlna relieving ^over 65^000 
patienta of chronic pain lait year. 

•-New diagnostic devicim 5uch an CAT scanners, ultrasound, and nuclear 
magunetic resonance have greatly enhanced our ability to luake rapid and 
more accurate dlagnoiiea. These technologies alio obvlato the need to ua« 
more riaky invasive diagiioatlc procedures. 
\ TbctB medical advances havo greatly increased the quality of health 
care avaflable to Americana and the quality and length of our lives. 
Furthermore, a healthier poi^ilation is more productive with !«•» work 
days loat Co illneaa and with reductions in percentage of Individuala who 
arc disabled* from y^crtaln chronic conditiotia- 
The IPX of CNF^ Threahhold 

Many individuals now appear concerned that expenditures for health 
care exceed lOZ of dNP. While this is « substantial portion of our total 
national product*, it must be remembered that consumer %/.y^Hsi^^ri^^x^% on 
alcohol and tobacco were 3.8X o* conaumer expetidit urea in 198L and that 
"r«cr«ation" accounted for 6.AI of consumer expenditures^ in- ^that year and 
that taxes accounted for 20.4?t of gross personal ' Income. (In 1981^ 
iftedlcal care represented 10. 6Z of consumer expenditures.) It nii»t alto 
be recognised thaf lOX of GNT* for health care is not a tnagic flgur«,«nd 
could Justifiably increase over the years es medical care provides nev 
benefits to our "ging population* 

Mr. Chainnati, we all often hear people apeak fondly of "the good old 
days" with regard to the construction of our cars, houses, the state of 
our schools, ivnd teachers, etc. We often hear contrasts between hetlth 
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car*, costs in th« 150<. ,nd 'eOs comp-rod to current costs. Wb h««r that 
•pending on h«<lth ere hat Incre^ed from t27 billion m I960 to t356 
billion l.,t y„r— from 51 ot th. Cro.a N<.ton»l Product to >ov«r lOX. W. 
«re told th.t the cost of medical c«r« h«s lncrQas«d f.,st«r th.n the 
Inflation r«te. In such sltnplUtlc co«p«rlsons in the - connot»t Ion th«t 
today's health c«re Is the same^as Jn tho«e past decades and that costs 
h«v« gone up because of waste and 1 rrosponslbl U ty In the health care 
industry'. 

Such is not the cae.. We could turn bade the clocV and provide 1950 
apd 1960 health care to the American pvbUc. While this approach would ' 
certa^ly reduce costs, the con8equ4|ces to the health of the A,„erican 
f public would be dr-tn.tlc. Without kidney dialysis and transplants, tena 
^ of thousands of Americans who are .live ccday. leading productive Uvea, 
would be lost. If „e went .back to the 'SOs and '605 tcrchnology. 
thou.sand3 „,ore who have been cured of cancer would not be alive today. 
Without coronary bypass surgery. Individuals with blocked . cardl-c 
arteries would, either be disabled or subject to a higher frequency of 
strokes «nd heart attacks. 

1 point these f.cts out today not to say that all increases in health 
car. coati ar. Justified but to highlight the fallacy of using 
coBp-ri.ons to another er^ «, , basis for criticizing today', system." 

Tha remarkable achievements in medical care have not come without 
coat. I have already mentioned the financial strains that our commitment 
to quality health care for all are placing on government and private 
aector alike. In addition, medical advances have created profound new 
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nior«l dilemmas for vhlc.h wo still gropo for anavpro. Our ncv «blllty to 
k«^p tennlnAl ly-1 1 1 patients alive for lndoflnlt« p«rloda of tlmo «n4^ur 
• blllty to njnlntaln life In a«v©rijly-*h«ndlcappod lnf«ntB «r« Ibhuo* that* 
will cAuse much societal 'and Indlvldunl soul ^oarctUng In the yenvn 

/cod. Tho moral and oconomlc consoqu«nco9 of these fldvnncQJ In modlcnl 
technology are profound and tnus t bo i%d drowsed, Hovevor . t hoy should be 
<^ddre$scd within an atrao»ph<rr« of reasoned policy dotonnlnatlon* 
considering all olcmonts of society's obligations to its niembcrs, not 
vithln (.he context only of Qconoralc crisis and budget cuts or nn 
arbitrary percentage of gross national product. 
Worldwide Cos t In c reas ea No ted 

lu addition, It la Important to point out that the United State* Is 
In no way unique lu the amount of resources allocated to health care. 
AvalJkitble data show that the avor-age annual rate of increase for health 
care expenditures expdrlencod In the United States was less than that 
seen In many western nations. The aver^ige annual rate of Increase for, 
total health Care expenditures In the Uhltod States from 1978 to 1980 was 
1A.7?. However^ this figure was higher In the United Kingdom (20. 8X) and 
France (16.61). Also, the .^^lysls of national health expenditure* In 
nine countries Indicates that the percentage share of GN? for health care 
expenditures In the United State* 1« not out of line with that of the 
other countries. While the share of GNP itv the United States was 8,7X in 
1976, Netherlands » West Gerniiiny, France, and Sweden all had percentage 
expenditures greater than B.2X\ Australia. Finland, and Canada all had 
eTcpcndltures greater than 71;^ and only the United Kingdom had an 
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• xptndlturc thiit w«t Itti thin 6X, U must aIso be raroonibor«d thut In 
Gr«tt Britain th« gov«rntfl«nt ha« TD«d« « direct policy decision to ration 
car* and Inadtquatcly fund capital axpuadi turfta in the hanlth caro area. 

*Wis point out th«i«i natlonul honlth car« expondltv»ro figuros for other 
^ countries to ahov that tho increases in hcnlth^ ciire cxpcndlturos to 
a«sur« thft improved health of the nation nro not unique, to the United 
Stat<»a, We believe that incrnaaed resource^ dedicated to health caro ia 

• reflection of a maturing and humi^nt society that placea incroaaed 
emphaaia on the protection of its vulnerable ^pulatlon. Including the 
111 and injured. 

Ipflation and Aping Factora , f 

Health car.e coata are alao not Itmnun* t.o outside market forceVr A 
•Igniflcant percentage of health care cuat increaBca is attributable 
directly to the severe inflation thnc hJis besot our economy. As a matter 
of fact, the element contributing the nio«t to the growth in expenditurea 
for health care from the period 1971 to 1981 baa be*en the general 
inflation affecting the economy. According to an article published in 
th« March 1983 iaaue of 'HCFA'b Health Care Financing Review > general 
inflation •'accounted for approximately 5 7Z of the increaai Ixi total 
ayatema coata (personal health care Coate) for the period 1971 to 1981." 
In addition, approxlaately 8X of the growth in expenditurea ia 
•pacifically attributable to the aggregate population growth over that 
period of time. * * 

An additional reaaon for increaaed health care expenditures la the 
•glnt of our population. Health care expenditurea and the federal 
reaponslbUity for health care coverage through Medicare will Increaae 
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over tlm« M .th« popvilnclon «nd elderly population In partlculur 
lncr«ii«««. Between 1983 und 2025, the totlT^ popul5tl6n 1« projected to 
grow by almont 30 petcent , with the «lderly population doubling to « 
totnl of 58 million or 19.4 percent of tho total population. Among the 
elderly, the group over age 75 will al3o experience subetantlrtl growth: 
^0 p<ircont of the elderly are now older th.in ago 75, and this flgviro will 
increase to 45 percent In 2025; and tho over age 85 group will trlf>le 
from the current 2.5 rolllion people to 7,6 rollHon people In 2025. Thlg 
aubatantlnl Incrcaot In the elderly population la particularly Important 
as thflk elderly have historically utilized a greater proportion of health 
care resources. 

« 

In 1978, the average per capita expenditure for health care by 
MedlcarQ-cllglble Individuals waa t;2,026, Tho significance of thl« 
figure Is Illustrated by the fact that average per capita spending for 
individuals between the ago* of 19 and 64 totalled ^764, and for 
Indlvldunla under age 19 the figure was $286, The stntlstlcs «l«o 
Indicate that Individuals over t;he age of 65 are more likely to be 
hospitalized tjian those under that age; they use more hospital days per 
hospltallratlon ; and they visit their physician and other health c«re 
practitioners more frequently. The importance of these figures Is 
clear: ss the population ages, demands for htHlth care services 
correspondingly Increase and the total cost for providing those services 
Increase. 

w 

The AMA recognises that health care services should be examined for 
their cost-^ef fectlvenesB. We have been taking positive actions to revfew 
the delivery of health care services and to eliminate those health care 
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caats thAt arc ln/»ppropri «t« nrd are not benoflting tho public, 
(Att*ch«d to this statnraont la nn ippa^dlx Indicating AMA «ctlvltl«e to 
promo^ tho cost-d f f oct Ivo delivery of all health care 3«rvlco«.) 

V- 

AMA's Call for Voluntary Physic Inn Foe Frecro 

Last montin the ;\inorlCan Medical Association sont a letter to cvttry 
physician In tho country urging aoch to voluntArily frcero his Or hii^ 
fe«s for a one-year period and to continue to take Into account thft 
flnflnclflJ clrcutnst ancos of each pa t lent ^-t? spec lal ly tho uncroploye'd , th« 
uninsured » and those under Medlcare-^and to accopt reduced fees when 
Warranted. In a November 1» 1983» Jotter to all members of the House of 
Rcprnaentat Ives , the AMA has pledged to ask phyiilclans to refrain from 
passing on additional coats to their elderly patients and to urge all 
physlclAns to be considerate of the needs of their patients and to avoid 
incrtiaclng the financial burdens of choir patients, 

/ In calling for an across-the-boa rd voluntary freeze of physician * 
fees, the AMA Is assklng physicians to contribute to a resolution of the ^ 
economic problcnm facing our health care system. Willc physician* 
services account for only 191 of health expenditures, physician*! are now 
. taking a positive step to arrest this trend through the voluntary one 
y«ar freote in their fees. With the oveftill economy' at tt whole In f«r 
better shape tpday than It was even one year ago and with Inflation no 
longer continuing to grow 'Xnnually In double digits, the* AMA believes 
that a vast majority of physicians will heed the call to voluntarily 
freeze their feos. 
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Th« voluntary freeze proponed by the AHA nppllcs to all physl^an* 
and Incliidet charge* to irll phytlclani* patients including tho«e thnt nr« 
covered by Medicare. We believe that this' step will bo especially 
helpful ln» easing the current deficit problems facii^ the fcdoral 
govornmont, as the action taken by the AHA U in lino vith a one-year 
freeze of Medicare payments to physicians as proposed by the I^resldcnt in 
hitt budgetand as provided in varloua legislative proosals in both llousofl 
of Congrosfl* 

AHA ConsuiPtt^ Choice Principles 



The Evolution of our syBtein o^ payment for health care has seen 
workplace-baised health inaurance emerging as the primary means by wtilch 
moat Aaerlcaoa pay *Yor health care services the^ receive * Tlie nearly 
universal coverage of medical expenses by health insurance or Government 
health programs has Insulated most Americans from consideration of the 
cost of medical services. Many economists have said that this is patt;Xy 
responsible ^or the continuing rise in medical care costs. 

Typical government responses to this situation have been to impose 



limits on the supply of medical servicBS such as through the ill-fated 
health planning program. It has been AMA policy that demand for services 



be enhanced as alternatives to regulation. ^ ■ 

"^0 help assess and guide federal legislative propoeals impacting upon 
the nation*! health insurance system, the AHA has developed the following 
principles. These principles should be considered as a whole . They 
spell out a policy fKr greater individual choice and for incentives for 
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pnid«nt >})«hiivior by Indlvldualu . While the principles may singly state 
•pproprlate policy, tt !• Intended that ell prlnciplee bn coneiderad In 
reviewing conaumer choice/competition IfgUlatlon. 



KmployToent-Based Health Xi^iturnnce . the growth of «mployin«nt-b«<f«d 
group health ineorence iSployccs and their famlliee should 

continue to be encouraged through tux incentives. 

2- Adeqiiate Benefits, Each haalth insurance plan offered to omployeea 
•hould contain adequate benefits. Including cataut rophlc coverage. 
Plans which do not have adequate benefits should not qualify for tax 
deduction as a business nxpenae for the e«ployer. 

^- Multiple Choica of Plans. Health insurance plan optiona, with 
varying levels oi coinsurance and deductibles, should be available to 
employees; accordingly employers, through tax incentives, should be 
•ncoivraged (but not required) to offer employees a choice of several 
health iQsurance plans. Multiple options will better meet individual 
and family needa and encourage greater individual responsibility in 
utilization of medical care services. 

^' Equel Contributions. Equal employer contributions should be made for 
health benefit plans^, regardless of the plan stilocted by the employee. 

Limitatio n on Tax Deductibility of Eyressive Health Insurance 
Premium , -A limit should be placed on the amount of health insurance 
premiums paid by an employer that would be tax exempt income to the 
employee, as with life insurance. This amount should be high enough 
to provide for adequate benefits and should be adjusted for 
inflation. In order to discourage over-insurance and "first-dollar 
coverage" which can cause increased demand for care, amount^s paid by 
the employer in excess of the limit would be taxable income to 
. employees . 

^- Rebate to BBpIoyees . In order to stimulate prudent selection of 
health insurance by employees, employees may receive non-taxable 
rebates when choosing an Insurance policy where the premium cost it 
less than ^he amount of the employer contribution. ^ 

^- Quality of Care . Empl6yer health Insurance plans should assure 
employees the fret choice o'f sources of" medical care services. 
Services should be of high quality. Plans should provide comparable 
benefits for treatment of physical and mental Illness. 
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COKCLUSION 

Mr, Chairman, the aMA urg«i thli Coonjiitee and Congrcaa to act to 
halp aaaUra' accaaa to and tj\m contlnutd high level of quality care 
provided by our health cure, iiystetn. We believe that the great 
advancee In the American people* a health status hfg occurred because 
this country haa demoted neceesary re$oxirces to ttijF health care sector 
and hats kept ^proper government Int rus fon Into the ' tnedlca^ 
cDark.etplace to a ralnlmum. We believe this policy should continue. We 
also believe that great strides can be made by encouraging the 
American public ^o prevent Illness through adoption of healthier 
lifestyles such as Improved diets, reduced smoking and exercise. The 
federal government can plsy a valuable role la encouraging such 
activity, 

America's physicians stand ready to cooperate in our nation's 

continuing commitment to- assure the highest possible level, of health 

care to all Americans. We urge you to keep in mind, ' while 

expendlt^ures for health care have greatly Increased over the past 30 

years, the nation and Its economy as a whole has received significant 

benefits from these expenditures. These bllneflts relate to Improved 

health status, longer life expectancy, and Improved quality of life. 

Productivity also |ncre»|es when absenteeism from lllnese Is reduced 

and when chronic conditions can ^e controlled with wdrkers continuing 

In thelt Jobs. ' ^ 

ir 

It should also be remem^red that a significant redyc tlon In 
health care costs could have severe economic effects through decreased 
employment and the spin-off spending generated by" helft^th care incomf. 
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Fdr example, jilnce-th* fedor/il gov«-nmenf s nev hospltnl reimbursement 
•ynttjm for M«dicAr« w<«nt Into effect, there have been report! of 
hospltitlf? inltUtlng slgnlflci^nt Iny^offs of poraonnol c^unlng grcflt 
concern within their communities. 

Mr. Chalnnan, at this time I would be pleaBcd to reupoud to any 
questions the Committee may have. 



) 
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COST-EFFECTI VRNRSS ACTIVITIES Of TmE y^K^ICAN MEDICAL ASSOCIATION 
National CommlB^ lon on th« Co»t of Hadlcul Care 

T!»ii American Medlc/il Ay^.tlon h«a tAken an acclva role In issues 
r«l«tlng to th« cost of health cnro. Tlio AHA wns Inotrumontal In the 
devoloptoont «n<I opor«t,lon o^ tKW N«t,lonal Commission on t ho OoRt of Modl- 
cal C«re. i,nd hns beon workln^Vo Irapl.Taonr r^commondat 1 ons from this 
ContmlsBlon relating to s t rongr hcnl nR prire consciousness, prlvntc soctor 
cost cont«iomont InltUtlvos. working through the regulatory process, 
cogt contAlnnlont moasurea within medical practice. Issues relating to 
.supply ,nd distribution of hoa 1th , care ' provl ders , rosonrch guldoUnes'. 
«nd consumer and patient Information. An Important elonient of thl» 
Connlsslon'n report oraphasltcd the Importance" of changing ^ Incantlve, 
within thit health earn dnll vai^ gyatem to enhance competition. The '.8 
rcconnaendatlona of the Commlsalon on the Cost of Medical Care, issued In 
1978. have served as a starting point for AMA actlvKfy related to coat- 
of foctlvoness. 

Cost-Elf f BCtlvenoss Pvibllcittlons 

For^^^the pust four yo^rs, the AMA hits published an annual CcS^t Eff«c- 
^ tlv«n«s8 r»lan, T7.« 198A Plan document, the Asfioclntlon's on-going 
efforts to stem Inappro'prlrftft growth of medical car« costs. Thin Plan 
detalla^numerSua actlvltlei. of the AHA to meet Its contmltmnntK concerning 
limiting health care bostji that are found to biS inappropriate. 
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The American Medical Association fvilly recognises that an Important 
element In the growth of cost effectiveness Activities Is the publlcntlor^ 
of -informjitlon about on-go^ng efforts to deliver cost effective Iw/alth 
care. To this end. the AMA 1$ in Its third year of publishing the AHA 

— V 

Cost Effectiveness Bullet in. This Bulletin Is deslgVied to provide cOs.t'' V. 
effectiveness informaclon to st;ate medical assoclnt tons » ractropolltnn aM 
county medical societies, and national medical specialty societies. l^n 
addition^ this Bulletin Is generally available to hospitals^ hospital 
associations, and other Interested parties. The Bulletin publicizes 
Information on AMA cost ef fectlveiloss activities and *also publishes 
information related to the activities of other organised groups worklngf 
to this end. 

Cost'-Ef fectlvenes.s Network 
_ . ^ ^ ^ 

One of the more i^rouilslng actlvltlo.^ that the AMA Is Involved In 
concerning cost effectiveness Is the recently fo^ulated co.st effective- 



ness network. ^Thls network Is sponsored by the AMA In cooperation with 
the * American Hospital Association and the Federation of American Hos- 
pitals. It Is Aimed at 'Involving hospital medical staff and administra- 
tors In collaborative cost effectiveness activities. The program con'- 
slsts of more than ^5 hospltaJis throughout the country that will tak<^ 
part In experiments to evaluate a variety of cost ef f ect LVeneas projects. 

The first project Implemented within thjs netwark was a protocol fop 
holding economic grand rounds. (Art Implementation guide for economic 
grand^ rounds has been published and Is generally available.) The purpo'fee 
of this program was to enhance physician awareness of the cost of -the 
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services they ofil^r by use of the gr^nd roun^ 
prograo had aasantlally four operational goAls: 



J 



ng forum. This 



/ 



to encourage pr«ctlcln$ physicians to refUct 
ontholr practice patterns in the contoxt of 
cost fcctlvoness Issuea j 

'to reinforce clinical behavior which Is direc- 
ted toward the cost effective dellvery/of high 
quality medical care; 



y/'o 

I 



to change physlcl/in behavior where appropriate 
to raflect wore co^t effective deliver)' of 
high, q^ajl^y care; 

.to stimulate additional subsequent activities 
geared to Woster the cost effective deliver}- 
of meclical care'." 



As this program and other programs developed through the cost effective- 
ness network prove bepeflclal. 1^ 1, hoped that slndlar programs can he 
launched In ether hospitals and that a j,aJof^lmpn<jt will be fe^^ through* 
out .^he health care delivery system. A ncr. prog rao that Is now being 
analyzed through the cost effectiveness netwbrk la a study designed to 
^►-inprove the efficiency of the utilization of respiratory care serylcea. 
Health Cara Coahtiong * ' ' ' 

The AMA has recognized the fact that medicine by Itself cannot act to 
hold down rising health care costs. For tfila reason, the AMA started 
working with state and county medical societies In 1979 m the develop- 
ment of comraunltyrbased health care coalitions. These coaimons work to 
bring together physlc'lan,. business and . labor .. representatives . ' ho.pl tal 
managene-nt . and ln,uror8 to provide local fcmms to seek ways to contain 

' • . ...... »■■•». I. ...... • ■ c ■• ^ 

costs while malntnl*ng acccsslbili-ty ^nd high standards ofheath care. 
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B^ilth caro coaU«^s have had success iJ^ such dlveroc activities as 
case man<ig«m«!nt and utllVation revlcv. iixpanding physician ^nd craployijr 
knowledge about cmployea^lmlt atlonrr In particular work places, rede- 
signing cori^oratA bcnefJ^sl to encoura^ more cost effective ways to use 
the health care d c U^;T^i;^^g^ opportunities to develop the 

rooiJt cost effective and e\mltablo forms of provider payments, drafting 
and supporting legislation tl reform mcd leal ^11 nbl 11 ty laua. developing 
health education programs In the workplace, collecting and analyzing data 
on the utilization of services, and coiumunlDy health planning. 
Conferences on Costs 

The A>tA^ has undertaken other activities t>o emphasize t^e Iraportance 
of cost effectiveness. In 1985, the A^U cos pons o red the National Con- 
ference 6n Utilization of Health Sei^ej with the American Hospital 
Association and the Clue Cross and .nlue Shield Associations. Thisf 
program) focused on Improving^ che efficient use of health services through 
early discharge programs, alteniatlves co Inpatient* care, and effective 
utilization re^ew. BeJause of the success of thl^7onf erence . the AMA 
has expanded ItsVrogram on uClllratlon of health services? the AMA also 
sponsors an annual conference, the National Medical Specialty Society 
CofJt^ Effectiveness. Conference, to aid medical spec laity societies In the 
development of co5t effectiveness projects that are geared to their own 
memberships. * 
Medical Education nnd Practice 

The ^groundwork for cost effective medical practice must begin in 
medical school, to this end, a recommendation from the National Comtnis- 
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«lon on the Co,t of Medical Care w«« eh.f .cdlcnl. ,.nt«l „n.l osteopathic 
-chools should .,po»e student, to th« «conon,lc. of the c«ro th«y dollv«r. 
SKlce tfil, r«co,™cndatlon v«s adopted by ch-T AMA Hou8« of Delegates In 
1978. n>o«t a>odlcnl school., havo Intograccd co«t contalnn,anc a. an olooient 
of ..odlcl eduction. A. of 19(n, tho .object of cost Contnln.n.nJ „a, 
t-.S"t m 93 of tho 12/, Unltai Stnto. .odlc.l schools. and'Th, IsBue .ns 
. t<^iight In almost every state. 

In addition to stressing the valuo of cost L^f f oct Ivencss in ..cdlcal 
education. th« AMa U al.o stressing the val., of prevention In all 
«8P«cts of a,edlc,l care as „ „eans to achieve cost effective health care 
delivery In this country. Aside fron, organUnd activities geared toward 
curtalUng health jare cos'ts. the single ™ost Important n,oans by „hlch 
Amortcan physicians uork to hold tho Une on health care costs U In the 
development of a phys Iclan/pat lent relationship. Through thU relation- 
ship, physicians work to promote healthier life styles and to educate 
their patients to prevent disease and Injury from occurring. Physicians 
have Been leaders In ant i-s^oklng .carpal gns and in educating the public 
on issues such as moderation in the use of alcohol, the use of child 
passenger restraints in auto|iobilcs, and drug abuse. 
Health Policy Agenda 

The An^erlcan Medlp^l Association realUe, that Congress need« assis- 
tance from the public in making any future dot ennini> t tons on how health 
car« services should be delivered In this country m <he future. To this 
end. the Wrlcan Medical Association has taken the flrs^ step by Initi- 
ntlng a project to create a future health policy agenda for the An>arlc«n' 
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people. This proJe6t is dtrJjlgned to develop a philosophical and concftp- 
Cual fnimowork as the basis for specific action plans and proponMln that 
«r<j to be rcsponalve co the pjirtlcuJar boc1«1» economic, eclentlflc, 

educational and political c 1 rcumo t anccs facing henlch care decisions/ To 
develop a series of policy principles and action plans, six work groups 
have boon organized to develop policy principles and action plans In the 
following areas; medical science; health professions education; health 
Vesources; health care delivery mechanlsras; evaluation, assessment and 
control? and payment for health care services. The AMA expects that the 
Health Policy Agenda project will look to the cose of providing health 
care services. 

The first phase of this project, the development of principle*, la 
now nearlng completion, and the work: groups are now In the procesa of 
Identifying issues as the next step to developing action plans to carry 
out the principles. This activity involves approximately 150 organlza- 
clons including represcntatlveet of -tiedlcine , government, nuralng. labor, 
business, the hospital Industry, the public, and health care inaurors. 
By chla broadbased organizational body, we hope to )>e able to preacnt 
Congress with viable principles and working programs for the dlev*lopa«nt 
of a future health ppllcy agenda that will Assure the Availability of 
hlgh-qii«llty health care aervlc*« for the American people. 
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l^nator Jef8en. Thank you. 



Mrs. Sutlier. 

STATEMENT OF MARY SUTHEK, CHIEF EXECUTIVE OFFICER, 
VISITING HURSE ASSOCIATION OF DALLAS, TX, ON BEHALF OF 
THE NATIONAL ASSOCIATION FOR HOME CARE 

Mrs. SdTiTOft. Thank you, Mr. Chairman! T tried to altor my testi- 
mony summary HO I i}on\ repeat anything^ tlmt's previously been said. 

I am Mary Suther. I am the ehief executive ofllcer of the Visiting 
Nurse Association of Dallas, the second largest home care agency in 
this country and the largest liome hospice program in this country. We 
do serve xi < aseload of over 4,000 persons u day in their homes with the 
use of paid staff as well as over y,0(X) volunteers which wo think does 
decrease hoalfli care costs. 

I also serw on the (Jovernment Affairs Committee of the National 
Association for Homo Care, thoi^ation's largest professional associa- 
tion representing liome care, home healtli, liospiee, and liomemaker/ 
liome liealth aide providers, and it's in that capacity tlmt T will testify 
today^ 

This organization is not only interested in testifying as to this difll- 
cult matter, hut we also have an interest as an employer because we 
too are employers and we are 80- percent labor^n tensive and we, too, 
are interested in the escalation of liealth care costs as it relates to the 
cost of our product. 

On behalf of tliese organizations T want to commend you for hold- 
ing this hearing to focus on how we can contain esc4ilating health care. 
* costs. The tlirust of my testimony will l>e on the need to increase use 
of home care and other noninstitutional care to help contain both 
governmental and private business health care costs. 

The preceding witnesses have detailed the rising co.sts of health care, 
but let me brieflv cite some kev figures. The R2-percent increase in hos- 
pital costs, as identified by CRO, and Government ftmding of medical 
care has been focu.sod on institutional carc^. In fiscal year 1982, 95 per- 
c^nt of inedioard^)art », a total of $;W.3 billion expenditui^ijias Iwen 
on inpatient hospital care, and onlv 3.5 percent for hoiTU^dBfcUnder 
medicaid, in fiscal vear 1982, over 30 t^orcent of the $33 hflll^^endi- 
tnro went to semiskilled nursing facilities nnd extended^^^Pfclities, 
26 percent inpatient hospital care and onlv 1.7 percent to home care. 

As many of the preceding witnesses have testified, the home care 
industry is an employer and i^ our business alone—and I thought about 
this while I was sitting back there and it's a rough estimate — but $80 
of every patient's bill from home care is also health care costs and 
sometimes w^e, as health care professionals, neglect to include our own 
honhh care costs and what that does to increase the cost of our own 
product. 

Some have talked about the cost of health care in terms of the 
direct costs of health care on American business, but no onck has 
alluded to — T Ixdieve one of the preceding witnesses today alluded 
^ to the opportunity costs, and in our business, the opportunity costs 
of a fractured wrist of a nurse is $3(5,000. 
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'^^^ ^« tins? J^M „.s loolc ftt tho 

prlvnt<^ sector fust. Our iiasoomtion l>oliovcs Hmt o,.r Nation Im.s had 
a dcpendonro on u.MtHn(ion.,l , nro for too nuu.y von.x M.) v"v n o v 

^Var, ana ln,.sin.s« an.f labor ar. j/Jr now 
realuing tho nood to in.st.tnto new programs on>phasi/.ing prohos- 
pitfthzi^on s.M<HM,in^S titil.zation roviow and „f h.m.o rare and 

ahn!^# . ""'T »"«i'«0«s n.ana^MMnont is oonrornod 

. aoont cost of hoalth can. in Un-xun of aw>l(M<atinff cx)>rnditnrcs 
nln t f«ml with conhart. noptiations wIumo thov 

health l>Pnofit costs on .MnploytMs for current cn.ph>vc.vs an.l rctircos 
rJnil V'r'"'^-'^,' '^l' The U.S. riuuniuM- of Conunorca 

iono,f.s lf)0 omnloy,M- ,.,,ahtn,n.s to contnin health caro costs. The eon 
snUnip: finn of M dhan. Mercer fotnul in a recent survey of 1 420 
con.panies that 42 percent of the rospondent.s with 10,000 cn.plovoes 
"'T^r'^'xr r'"" 1''J^"^♦" diWiAop Ijealth care manag^Mnent RtrateiWe.s; 

the Midwest Bns.ness <%)up on Health in March 1081 fonnd in 
a ^•"•vcy of (54 cmnpanie.s .^)resentin^r over 1 milli(5n employees in 
an H-State area: 52 con,panies have implemented extended care facH- 
Itv l)cnem.s, 10 of these with no re(p,ireinent for prior hospital .stay; 
4}) have unplemented or planned home care; 18 more are considerin.' 
>t; 71 percent have expanded outpatient smifery henefit.s ami 38 i)ei- 
cent iinplen.ented -reater reimhm.sement than' available as an in- 
patient; 10 have or wdl l)c payin^f for birthing centers, a ndativelv 
now concept ; 35 others have interest. Incidentallv, T have had son.e 
expcnonce n. that in Atlanta, OA, and there was a tremendou.s 
decrease in cost of a combination of the ti.se of birthinir centers and 
homo hoalth care. . 

Haspice care has already l)oen iinpleniented by al)out 25 i)ercent 
V)f those respond intr; and nearly half expre.ssed interests 

Both the Rh«> Oross/Plne Shield As.socintion of America and the 
Health Insurance "TV^soelation of America hin e reported an increa.sed 
trend 111 the addition of home care and ho.spiee benefits to irroup health 
plan.s. ' 

The AFTy-CTO and the National Governors' Conference both 
locontly held special conferences on health care co.st containment 
. strate^ry. And the AFT^CTO Service Fmnlovees International TTnion, 
-..rtnd other labor ^noups have contacted the National A.ssociation for 
o explore n.se of home care to reduce health care costs. 
And State pverntnent.s are enconrajrin.*? this trend. A March 1084 
report bv the mter^rovernmental henlth jmlicv proiect at Gcoitto Wakji- 
inprtoii Univorsity found 15 States have laws which r(<quireyinsii?er8 
to o^ither provide or nipke available private health insurance benefit.'! 
for home health care.Rervice.s. 

PTospitals theinselvcs arc oven realizinfr the need to utilise imn- 
in.stitjitional sorvice.s. A 198J5 .survey of 140 hospital administrators 
found that 74 percent of th(^ hospitals offer alternative services and 15 
percent plan to do .so. More .specific to home care. 25 percent of the 
* A j'-^"'" provide home caro and percent plan to do so bv .Tulv 1084. 
And m the medicare pro<rran» there Ims been a boom in ho.snital ani 
skilled niirsin.<r facility-ha?!ed home hodlth^ro ajn^ncie.s. Hosn?taI- 
bftsed apfoneies have grown from 810 in 1078 to 500 at the end of 1083. 
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Skilled muring facility-baaod agcncios have grown from 8 in 1978 to 
laOnt theondof 1088. ^ ^ 

Incidentally, a proliferation of homo iigonoios incroasos cost.s 

in many infitanms, |)rin)arily dno to the fait that when pationts ar(> 
served In their home or tlieir place of rosulcnce, the more agencies 
. there are, the further the j[)atients to ronie, the greater the geographic 
distance b<^tween the patients, thus an increase in cost for tlie care 
because transportation costs are much of the costs of the delivery of 
home care. 

luct's look specifically at some cost-savings results related to home 
care ami other noninstitutional services. Here are a few examples. 

The American Association foi; liespirutory Therapy issued a report 
< in February 1984 finding the average cost of care for ventilator- 
dependent pertons to be $270,830 a year per person in a hospital coni- 
pai^d to $21 .Iv^ per person per year at home. 

Blue Cross/Hlue Shield of Maryland has reported a .savings of 
$1.2 million in 1982 from its Coordinated Home Care Program, largely 
by reducing the average sul^riber's inpatient-day .stays by 8,9 days. 
Since 1973, the Blue Cross program has reported a net savings of $6.3 
million for the program. 

Aetna Life and Casualty has tt^ported a $78,000 per case savings 
from its Individual Care Management Program by u.sing home care 
for victims of catastrophic accidents. 

At least a dozen Blue Cross and Blue Shield plans now offer pro- 
giams to encourage earlv mnternitv discharges to honie care. Blue 
Cross estimates that if only one-half day were cut from the average ^- 
day normal delivery stay there would l>e a $10 to $50 million annual 
savings in hospital costs. 

In addition to these and other studies, T can cite numeroits ca.sc 
examples from my own agency where we have saved money while pro- 
viding quality care either by facilitaftng early hospital or nur.sing 
home discharges or by postponing or avoiding entry of clients to a 
hospital or intensive care facilities or nursing home, or preventing 
readmission to hospitals. The National A.ssociation for Homo Care can 
cite countless examples nationwide. 

In addition to the delivery of care in our agcncv, as T said, many of 
the hon)e care agencies do provide volunteer services that account for 
a large number of ?=iervices provided. 

• As T noted earliei', hospitals fhemselvtis realize the trend and the 
^ necessity of utilizing home care. Thev also idealize that under the new 
medicare DRG system the prudent use of home care can allow them 
under n)anv diairnoses to provide a safe and earlv discharge of patients , 
and often give them a profit lunrflfin on specific T>T?G^s. 

As an aside^'l J|ust fljmipathizo with the ho.spital industry in' that 
" now they hjn^e Afi^rodiicV, lines to numage and we as health care pro-' 
viders hal^ei^oi beetHrnown as product tnanagers in the past and have 
s very little ell^nerienoe in doing so, and^l^a shame that our friends from 
thQ automotive industry aren't still h^P-they, have f»lr fewer product 
lines to mar^a^re in thei»- natio^^al corporate entities than do hospitals 
with their 4fi?5 product lines that they now hav^ to manage. Of course, 
the people that did the research on DRO's had >)o experience in prod- 
uct line costing either. ^ 
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If only tho Fodornl Gov(M-imu>nt luul u similiir viow of homo euro 
as a cost cotUiuninonI incasuro m priviito ituhi.sh v. Wo huploro you ns 
lenders of rongrcss and those bu.sinoss leadors fioro (o urgo tho cur- 
rent. ndmiiiistni(ion to tnko a moro roasouffl*vic\v in «hi<< aroa. 

IVo hav,i appwachod the Iloolth CaixTFinaTUMiig Adniiuist ration 
to holp rocdfy Homv ciirront inronsist^to.iosj!! thoir (iscjd intcrmodi- 
nruvK application of tlio "intorniittonirifiiro," "hoinobounA," and 
'skdiod mirsinK' rritoria. I will not hJmo'v v„„ with tho.-o torhnical- 
itios KSufln-e it to say (hat Health ("ar^Tinanoin« Administration has 
not boon rosponsivo to our roquosis (o sfabilizo (ho current hoiue onre 
l)ouofit. * 

Hie bi<j problom with this is that patients being (lischargod from 
u)spitnls oarluM- now need high techuology services, and wliUe there's 
lH>on IK) change m (ho uuHlicaro statutes nor changes in (ho rogulntiona, 
mtoryrctahon of those r'ogulation.s denies home' care under the niedi- 
«aro iH'uolit and tbe medicaid benefit to many bonoficiaries that now 
need (Ins scrvuo in a greater way than they have in the past. 

have not advocated the xixpansion of' the number of honuN care 
agencies, (hough (here is a .strong evidence (o expand it for cost-lsav- 
ing ()urposes to respiratory care, nutritional cure, and pediiilric luune 
caro. Instead, wo have asked HCFA (o rationally administer the cilr- 
leut. bonetlls so (ha( they will com|)lement (he ORG system and our 
overall health caiv system, ruder the DUG's. a failure to |^ave a ra- 
tional and ade(piiMe home care beiu'dt will only resul( in more hospital 
readniission.s some(hinc: which will increa.se ho.spi(al oo.sts and do- 
feat the co.st savings js^oal of DRtVs. 

Tho response thatiwe have roeoiveil from HCFA is that it doesn't 
make son.so co.stwi.se., IICFA a.s.serts that tho medicare home health 
benefit is the fastest growing portion of tho medicare budget and, a.s 
such, imi.st 1)0 limited. TJiey take this view oven though home health 
represents only .'{.f) per(V>n( of the overall medicare budget and their 
•own data shows only a '2.r)-porcent rate of overutili/ation. Jjliev rofrt.sOi 
to rwogniTic that the growth in home care has l>oen facilitated bv tho 
growth in. the elderly population, the growth iivthe nnmlwr of home 
lu'altb agencies into proviou.slv under or unserved areas, pooplf's prof- 
eronce for homo care over institutional care and the growth of tcclmol- 
ogy which m)^v onnbl^s more procodiiros to be performed fit homo that 
previously wore oxclusivoly done in institutions. Furthermore, tho 
(fovormriont never has attempted to (pinntify tho co.st of institutional 
care without homo cnre. 

In addition to not recognizing tho cost-otToctivo benefits of a ration- 
ally do.signed home care benefit, the Govormuont has failed in several 
other ways. Fi^st, in devising th,v DlRG system thoy did no analysis of 
tbe potential impact on home care providers, beneficiaries, and other 
parts of the health caro svstein. This nnalvsis will bo done ex post facto. 
If at all. We believe it is ill-advised to think tbat by tinkoring with 
one part of the sy.stem— that is, hospital inpatient .service.'!, physician 
services under medicare- if you tinker with one part of the .system, 
you will make a difference without dealing srmultanoously with tho 
rc9t of tho system. Anil I think oiheiv people have mentioned this in 
their testimony today. 
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Porsonnlly, I think that wo haVo fuilod to utilize the cnginoorinff 
approaches and the systems ftuproai-h to the (leveh)pineut of health 
care sy^tenis in the coutitry. We probably hoimI to f^tart from sera toll 
instead of trying to l edesign wliat we have* ^ 

The Government also has failed to assess the imi>act of its excessive 
regulatory and paperwork bunhMi on hejilth care providers. Despite 
• aUegtvl efforts to reduce paperwork, inlmj^ ix^gulations are proumb 
gatecfwithout a valid and ixdiable cost impact assessment, as witnessed 
by the recent ODR phaseout regulations, the fnu\l hospice regulations, 
which incidentally will n\ake care to ruml and small conununities 
virtually impossible due to the effect of having a small luimber of 
chents. Actiuu inlly, it's impossible to provide hosi)ice under the regula- 
tions in the rural and snudl conununities. DIW regulatiol^ themselves 
also reflect that. * 

My agency and others Imve done studies which mdicato that the 
opportunity cost for completing unnecessary, duplicative paperwork 
re(llTired by medicaii^ and other governmental |^>rograms — and this is 
not just for inedicare l)eneficiarics. We are required to provide this to 
all \nm\i\ care |)ati(mts, whether third piirty payers arc governmental 
or not. This adds 30 percetit to the cost to every unit of ^^ervice that we 
provide, and I've done studie-s and reported these studies many times 
to the Senate Finance Conunittee's Snbco!i\n^itt<?e on Aging and other 
bodies ill this Senate. 

By opportunity costs, of (^)ur.s*e, I mean the value of revenue or 
service that we forego as a result of having to comply with excessiA'^o 
Government rogulationft. 

We need the same leadership on this issue in Congress that weVe had 
in the private business, labor, and health insurance industry. We no 
longer can continue our institutional care bias. It costs too much money 
an(l, in acute care situations, doesn't necessarily provide better quality 
care. Wc hope you will join us in our efforts to open the eves of Con- 
gress and the acbninistratiou to. the need to inverse this ill-conceived 
policy. 

Of course, we do recognize the fact that institutions are necessary 
and appropriate in manv instances and we would by no moans say 
that lionie care sliould take the place of institutional eare. 

I'd rdce to resDond to one (luestion that you asked earlier about 
the analvsis of TTMO users, T have personally done some analysis of 
our own iriSfO users and find that there are two cohorts. One cohort 
is th(^ sick<M' emnloyees and the ones that tend to have more health 
cnre problems. The other cohort is tl)e prevention-oriented cohort. 

found two separate cohorts/ And also, the mobile employees, the 
ones who do not already have a family care physician when they 
con)e to wcfrk for us. 

Thank you very much, 

fThe prepared statement of Mrs. Suther follows:] 
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PmKruuu) Stateiiknt or Mast Butiicb 

Mr, Chtirmtn tnd Mcmbcci of the Cotomiucc: 

Mf Atnc Ap'Mtrf Suchcr. 1 tin the Chie( Bi^cutivc Officer of (he ViiUtiig Nucic 
At«ociiition of Dilti», I alto gtrvc on (he Qovetntncn( Affdra CommUcee of ch< 
Na(ionfl AtiociicUn for Home Cifl (NAHC) - the na(ioii*i lacfeK profciiional 
• ••ociidon ret>reien(ing home heMth, hoit>ice tiul hotn cm ik cr/homc health aide 
provideri. 

On bthalf of (hete orf anix •(ioita 1 waiu (o commend you for hcJdlnf tliia hc«rint 
to focua .on how we can contain cacalalinf health cate coata. Xhe thruat of my 
teatitQonf will be on the need to inCreaac uae of home care and other 
non~lna(i(u(ion •! care to help contain both § ov cr nm en t al and private buaineaa 
heaKh ca^re coata. 

The prcceeding witncaaei have detailed tlie tiaing coati of health care, but Ici mc 
brieflf cite aome key f^urea.. 

(1) The nation'a health care expenditurea have grown by an annual average rate 
of 15.2 percent from 1971 - and ace projected to grow bjr 11-12 percent 

from \9Bl - 1990. (aource: Health Care Financiny »g»*>w , March 19«i) 

(2> Per capita health car* cxpcnditurca have grown from ^59^ in 1971 to ^1,225 
in I9S1 and are projected to increaac to ncarif ^3,000 bf 1990. (aourcei 
Health Carg i?<nanfin f Rgifi^nr v March 1903) 

(J) On Pebruarf 21, 1983/ the Congtcaaioftal Budget Office (CBO) eatimated that 
10. f percent (or $2 percent) of the total 13.2 percent annual growth in health 
cpre coata ia attributable to hoapital coata. 

(4) CBO and otheia project that the Medicare truat fund will be bankrupt by 1988 
~ 1990 if aignificant atatutorf chanf>ca are not made in the fund'a income and 
expenditure policiea, 

<9) Govecnmenit funding of health care through Medicare and Medicaid haa been 
focuaeJ on ina ti tuiiond ctft* In fiactl jrear ^1912; 93 percent (^37.7 billion) 
of Medicare Part A'a total ^34*3 billion expenditurea went to inpatient 
hoapital care and onljr 3*9 percent (^1^ billion) to home health care. Under 
Medicaid in FY 1982, over 30 percent (^9*2 Billion) of all piO billion in 
cxpenditurea went to SNFj and ICFa, 26 percent (^7«8 billion) to inpatient 
hoapital cart and onlf 1.7 percent (^496 million) to home health. 

(6) In the private aector, the U^S. Chamber of Ccnnmerce recently reported that 
the average eraplojrer apenda ^2,228 a jrear per cmplofee pn health care coaa 
or 11.5 percent of pajrroll* Health benefita are about 23 prcent pf all 
CttplofCe benefita and employee benefita roae 183 per^rent between 1971 - 
1982 while wafea roae onljr at 139 percent. 
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/ llic qucttioii ii wliit CO do ibouc ihU. 

tti ui look «l ihc privity icctoi (irtt* Our Aitociaiion bdicvci lliat oiir nadoi) 
hat had a dependence on Uu liuitiotial Care for too luanjr jrears. And buiineaa And 
labot are juai now rcalUing the need lo inatUute new proframi emphaaUing 
prc-hoipitalii aiion acrccnintr ulili|(ation review 4tid uae of home c«rc and oihtr 
Aaibulalorf care icrvicea. BuiiiicB« tnana|enent It concerned abgut the coiC o{ 
hcalch^care in icrma o( accelerating txpendiiurca and labor increaainglr faced 
with contract negottattoni where they mult choae between wagea and benefiCa, 
often due to the prciaure of health benefit coata on eniplojreri for current 
employee* md retiree a. 

The awar rnea a it all ar oithd u ti 

(1) The U.S. Chamber of Commerce rep^rta 150 employer coalittona to contain 
health Care coat*. 

(2) The coniulting firm of WiUiaio M. Mercer, Inc« f^^tnd in a recent aurvey of 
1.420 companicB that 42 percent of the reipondenti with 10,000 employee! or 
more have plana to develop health q^ire management itrategiei^ 

(J) The MidweiT Bulineli Group on Health in March 1984 found in ■ lurvey of 
aixty-four companiet repreaenting over 1 million employeea in an « atate 
Artai I 

• 52 companiea have implemented extended care facility benefitt, 10 of 
theie with no requirement for prior ^apital atay. 

• 49 have implemented or planned home car<j 18 are conatdering it, 

♦ 72% have eipanded out-^atienl iurgery benefit! and 38% iroplnnentcd 
greater reiroburaement than available aa an in-pattenl. 

* 16 have or will be paying for birthing centera, a relatively new 
concept; 35 have intereit, 

^ Hoipic'e care haa already been implemented by about 25% of thole 
teapondingj nearly half expreaaed intereaC. 

(4) Both th4^ Blue Croii/Blue Shield Aiiociation of America and the Health 
Insurance of Aaaociatioo of America have repi^rted an increaied trtnd in the 
addition of home care and hoipice benefit! to group health plana, 

(» The AFL-CIO and th\ National Go vernor'i Conference both recently held 
• pectil conference! on health care coat containment itrat.egy. And the 
APL~ClO, Service Rmploftei InternMional Union, and other labor groupa hare 
contact^ NAHC to <xpl^re uae of home care to reduce health care coiti. 
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IntJ.^llS . t V \\":\ «"■"'• A M«ch 1»M ,cpor. W .h. 

M.tO htrc l.wi which ccqulrc h,.urfr, ,o citl.cc provide or mikt •viH.bU Drivi.c 
health Iniutinc. b.ncdti (ot h«.,. he Jih c.rt .trvlcci. •viiliDl* prtvitc 

c/cD UnJn N h '"JV; <br N..Jo,J Rc.c.rch 

i«ci71f .K^ K"^'V }^ P"""' P''" 'P«»"< c.rc. IJ 

And in the M.dlc.c. p,o|c.a, ,ht,, h.. bcci, . boon. In hoiphdl and SNF-bucd 

Jr.'h/Vhd T%V,VsNr7*;''^V"' V'""""/- In ,97.?o",« 

'♦•J? SNl-bi.cd h.rcV.town from « {„ 1978 to i79 it <hc end of 

But Icf. look .ptclflc.Mr .o«. eo..-..Wn,. ,c,ul.. rcl.t*d to homj^^.rc .nd 
oth.c noo-ln..l.t..iond .crrlcc.. H„c .rc . few «.a,pl.., 



(I) 



IJm fid „ .K ll..plr..orr T^rapy l.ucd cpor, in Ftbru.ry 

Jc.r .. ho^r" ^""^ " • Ko.pl..l i^np.rcd ,o p„L p„ 

* / . 

JlVi ?r°o« u'"'r"^Hi*' ^'V'''"*' h./cpo.t«l , ...In,, of flU ^llllo., In 
1»H fro«» It. Coordln.tcd Ho-c Ci^/ c Pro,r.«. I.„.ly by rtduclft, th. 

Cro.. proit.m hi. reported . net ..Tin|. f6.^ million for th. pro|t.m. 

LtAVrtM C"f.M.n.,cm,n, r^„»ay by „.ln, ho»c c.rc forrlctia.. of 
CAtai trophic icctdcnti. / 

'„*„",?. ' ''"l" f iJhl.ld PiM. now off.t progrw.. to 

th.t If on»r"n "V" " «<> home c.rc. Bl„. Cto.. C.l-.tc. 

th.t If onJr on.-h.lf d.r ,»ct. cut from th. .r<r.|< „orB,.l ddlv.tr 

.t.r th.r. would b. . f40 -:f30 mllUoo .nnud ..vin,. I„ ho.pltJ co.t.. 

Iwn'*'l"iT.*°K'*"* I *.n cIt.U-.rou. c... .„n.pl.. from my 

:i?:pV..'-n.t'irjSV.''' -AHc'cn c-r;:' 

!l.m.?„'l*J •'°'?^'"«'/»'i*..lv.. th. tr.Jd «,d th. ntc.Ur of 

IS. InJ ^1,1" V K r 'r '^^V' •^«» -"r di.,nO.*. to proWde . 

'p.cu!c dJ^.' «h.m . profit m.r.in 
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'11 onff the ttU<i4l lovciiimcnl haU $ AlmUai view of kiomc cur/f ■ co«i 
^Covtt «ln<o <ni n^calurc, Wc imptocc fOu •• Icatlcrt of Coiit(<*i ihoi c busiiictt 

(cAdtii hc(c to uffc the ciKtcni Adiohii • ii atioii to ttkt • mott (ca«on^il vl<w iu 
ihii Afca. ' . 

Wc.liiTc ■p|>co*<:Kcd licallh CWic lMii*nchi| Adcohu tU alion (l(CiM) to help 

KtciHf aomc cuciciit Incoiitiilcncict in tlicii fUcal iiitcc ctonliat ic«* ■pptjcation of 
the '*inl<Koillt«nl cbcc**, **hoiA«bouniPy and "ikillcd nurtiiig" cchrria. I will not 
belabor fou with uchiiic «1UU< , i^(fU« it !• ttf, IICUA lia» noi been rcspoiiilvc 
to out icq\ictii to tlabiUK the ciiricni hemic cue bcncfU, 

W« hiTc nol ikdroCat«l CMpanaioit of home c ai c - though thcc c is stcong 

CTidcnCc CO cxp«nH It for cost*iavin|» purposes to rcspirstotf csrc, nutrition*! 
Csrc, stid pfdistric Iconic csrc. liittcsd wc hire ^skcd II CI' A to rklionstf 
sd«i(ni •ttr^lh* Current benefit so that it will complement ths DRC2 sfttem siid our 
o¥<r sti hcfiith Asce sfstem. Under the DROs^ s fsilure to hsTC % rstio<i«l *nd 
sdequstc hom « ^ c sc c^vb en <f i t will onlf result in note hospitsi r f sdtni ^sions — 
lotn cthin t which will incresse hosphsl cocts atid dcfesf the Copt ssviiigs gosl of 
PROS. < 

The response we kave receired is thst it (ioesii*t m«ke sense cost-wise, HCTA 
Asserts ih^i 4h< Mcdicsre home health bciwfit is the fattest |t[owing pottiotfi of the 
Medicsrc budget snd, ss such, must be Ibnlted, Thef tske this view even though 
hoeoe hcaliQ represents only 5,> perceirt of the oTcrall Medic sre budget aiid iheir 
own data *hows onlf a 2<,y percent rate of ot eru til x scion . Thef refute to 
rscognil^ thst chs growth in hocoe cere has been facilitated hy the growth in the , 
etdcrlf population, the growth in the number of hocne hcsllh agencies into 
l^reTioMsIf under or unserved srcas, people's preference for home csrt over 
institutional care and the growth of technology whi^Ai now enables cnorc. procedures 
to be perlformed st home that previouslf. were excluaiTclf done in institutions, 
('u r iher or e, the g o v er nm cn t^ n ev er has sttempted to qusntif)' the cost M 
institytional csre without home csre. 

In addition to not recognising the cost-effective benefits of a rstionallf-dcsigned 
hone <^r e benefit, the gov er nm en t 4ias (ailed in several other wafs. Pirst, in 
devising the DRG sfstem tb«f .did no analf ais of the potential impact on home (ate 
provldrr», ben cf ici ar ie» and ather parts oi the health cart sr«teca. Thist analf sis 
will be d»^ne ex -yost-factov if at all. We believe it is ill^vUc<l to think ^hst by 
tinkering with one part of the Sfstem <i./., hospital inpatient services under 
Medicsre) fou will make a diflference without dealing simultatieou slf witti the rest , 
6( the sfstem SNPs, ICFs, home csre, HMOs, snd physicians, ^ 

The govecnoient also has failed to assess the impact of its excessive regulatory 
and paperwork burden on health care provider Sk Despite alleged efforts to reduce 
paperW^ork, lasnf regulations arc proiaulgated without a valid and reliable cost 
iMpaci assessment — as witnessed^-bf the recent ODR phasecMt regulation*, the 
final hoaplcc regulations, and the lDRQ regulations themselves. Mf agency and 
other! have^one scu^Ues which iitdi/ate that the "opportunity cosV for completing 
varioua forms and other regulatorf requireraenta is 90 percent of our c<^ats. By 
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"oppocunity co.," I m«.. il.c vJuc of revenue or „rvicc wc (orgo . rc.«li of 
h(vin« (o comply wiili Acf««ivc govfriimtiil rcRuUtioin, 

Wt ntidjh^.,„.c Ic.dcr.hip on ,hi. i..„c i„ Congrc. ,|.,, wc'Vc h.d tn .he 
ou, ?lVilK*l"' i"'-'-'* industry. We .,o long,, c.n coniimu' 

JfflrJ . i "'k' q-'li'y c.cc. Wchopc rouMl join „ . i„ o^i 

M^y.l .hlffu" ?^ ind ,h< Admini.,c.iio., ,o il.c need to 

r.cvcc^ic tnii ill-<onccivcd polt^y, ♦ 
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Senator J«;p8En» Tlmnk you. 

Dr. Nolson, it's been suggested, tlvit while there's presently a sliort- 
ago of physicians iu many piu^ of the coUntry^ within a ft^v yearh* 
,wo may have a troinendous ovbrsupply of physicians. . 

What does the American Medical Association sotW/mppcning ift 
this area and are we going to have an ov(?>«unply of (ftctors in the' 
. i\ot too distant future^ do you think? ^ • 

Dr. Nelson, There is no qnestiOTrthat there is a rapid increasiiigly, 
supply of physicians. That can be counted fairly accuratery. The 
probUMUs conu^ in arciirutoly projoding whut'th*> needs will be. Then* 
are some full-flodged specialties nOw with busy jJhysiciarfs doing 

f)rocedures that weren't even contemplateij 20 year;^ ago. Who could 
lave foreseen the aniounl of^ronary arterv^urKcry tliat's' bemp 
done by thoracic surgeons, foi^instancc, tod^rf? Tlie iniagary tecli- 
niqiies in radiology, wlio could have foreseen, tluitf > t « 
' The difficulty comes in understaiuling wliat the needs will be. The 
American Medical Association has a ^Josition that market forces will 
eventually cleal with the j|)robleni of increasing physician sui)ply, if 
indeed' the^e is an oversupply, and already we see some validation 
of that concept. Last year^ for the iirst. time, there was a decrease in 
the number of entoi'ing first-year medical stu^nts, for instance, ' 
, Senator. Jepsen. 'Mr. Owen* many Itospitals in lo\yh and many otlieij 
parts of the country are experiencing sijrniAc^Uit declines in the palienr 
population. It's not unrtsual to see a hospital that has 60 or 50 per- 
cent occupancy. - ^ . ' ^ ^ 

What are hoflfl^itajs doing about thjs decline and are going to 
see hospitdls start closing their doors or wings ,of. th^^, hospital? Of 
coui'Hse, it's obvious that in my constituencj^ I'm deeply cQUferned 
about this, and its prhnnrily rural nature in the rural areas \vhere 
this problem seems to ba particularly* serious. What is tl^e association ^ 
doing pr planning to d<)^about.this¥ 

Mr. QwEN. You' are right, Mr^ Chairman, there is a drop in oc- 
cupancy and it's occurring across the country: I think w^iat needs to 
be done is one of tlie things (hat's coming out of your leadership and 
Senator Grassley'g, and that is some allowing qf swing betls which 
allows the hospital that has the drop in occupancy to use those beds 
for long-term care patients. , . * 

We have a seripus shortage of long-term carc^ bed? and, as Di\ 
'Nelson pointed out, if we l^k and s«e that's poing to happen a few 
y(Jars from now witl) the agQxi population, we naven^ even addressed 
thf) problem qf how we are ffoin^ to ti^ke care of 'many of these peoplii 
in skilled nursing facilities and*fong*term care units. ^' 
We've had some crazy rejndations anjl rules that savs that' the' 
hospital can't us^its Ix^ds foi-*^ong-term cj\re Unless there's ,^some 
legislation that rMTows for swinj^ It ^besn't niake any sense'' that a 
physician; medical staff, nurses wKo*t>ivkp care Of patients with hmm 
surffery and open heart syr^ery, can't T^ake i^re of a patient who 
neeas some skilled' nursing dw^. It lust doof5n'f make any senj^e/ ^ 
* kJo T feel very^^trongly tha||those empty beds that are out thf>re In 
" Ip^a and other parts of our country could be utilized very effectively 
in a" lonff-tei^ih care situation fthd t suspect ~an«r think *T'm correct 
in this-Hbirt Towa has a very l$rge percentage of ovfer-6b. I've f oraotten 
where you rank as a Stat<>, but it's within the top five States^ almost 
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mxt to Flondft. And T siiaport that, iilthoii|?h wo'ro sooin^f this drop 
in (K'tMjpanov birnr li^rht now Imviuiso of Hie DHO svat' in «n*whnt. 
hftvo you, wo will SCO with the Jiff inc; (ind tho growth of i^popnlnt ion 
thftt. thoao lH>ds wtlj ho noodod ajrnin. And to chiso hospiMs down and 
run oiit^of biisniofls doosn't niaico anv sonsn wh(>n t!#i' coidd bo nsod 
for lonff-torm raro and otlior kinds of health rare. ^ 
Senator JwrsKN. Thank yon, Mr. Owon. 

Mrs. Snthcr, ft.^ you may know, T'vo lon/ir Ix^on an advornto of in- 
cro«.sod nt dilation of .Inuho caiv to contain oo.'^ts. Ono of tho arj^tnnonts 
I nnvnito quite often with {ho poopio horo in Wiishin^rton is what T 
oftll tho woodwork prohlcin. Yon may rail it somothinir difforcnt, but 
wimt. this rof(>r.s to i.s tho ii.s.siiinptioij that oxpandinjr home rnro pro- 
f^ilftiiis will 1h> making; sorvico.s available to poopio who othorwiso would 
not bo utilr/jnp tho health oaro netVv#tk and .so even thotiph t^ho individ- 
ual (%;t. oTHiome mre may bo le.ss oxponsivo. tho apffropato costs of' 
_ lioalth faro will inrroa.<^o because people will bo usnifr tho sorvices. 
• VVoidd you caro to fomnlont ami tako a inomont to respond to tho 
so-callod woodwork nrRiimont? 

' '^^/■^v'^^'^'"^"- T f^'ii'lf it's an invalid arpnmOnt. Certainly, thoro 
woubl bo (I few people that mijrht nrc^s.s the .^vstem that, would not 
normally acce.^s that. .sTstom; but 1 think that^Vou're awaro that, tho 
gatekeepors of home Itcath service aro thv phVsicilhs nnd tho hos; 
• pifals and we do not receive referrals unles.s-thev hro-nlreadv nndct 
modirai .supervision in homo care. Wo ^niist have physician referral 
bo Uio poi son is already j-ecoiviiijr m>dicnr?^i vi('es of .some kind 

Iho gfoati>.st, portion of oifr referrals come directly from ho.spitals 
nnd theso people ar« nlreadv jn the health ca'ro .systeui We iirc not ad- 
_.y()catinpr Dpenmp the .nrato.s totally. Of cmir-o, T iiruoss this is ope of 
Ainf tl»iuj2:.s that makes home care a little\ditTorent in tho compei^ive 
™r(HA Ixvftu.so the consumer i.s not tho pamnt or the end u.ser hf th'o 
Service I he, consumer is tho go-fietwoen or tho intormediarv <bocanse 
nJjU)f the services for home care are controlled bv tho physician, 
'bonator Jepaen. Any comment on that, Dr. Nelson? 
- ^^r. Nei SOX >Xroll, first of nil, I'm a hip; fnn of the apivopriato u?e . 
f)f homo health services, but it's indispnt^nhlo that tho patient who 
'ha.s been irtfonnod of tho availabilitv of homo- health services and' 
whrt requests of their pliysician tha^ those .services he made availaTilo, 
Pj^V^'C'"" ;J»" oompfy with tho patient's wishes. because, aflor All, 
that/.<^ hie-^jQb. He's the pationt^s advocate. J^-^s notlhc rabionor pf 'oaro. 

Is ^ ^'^^^ f'^nie comnpnont of the 

caro th^t 8 harmful to tho patient, tho patient's phvsiclkfl Avill accede 
to their wishes nnd thdt's.^^ho vmv it ou|?ht to bo. " ' ■ ' 

- ^^^^ P^i"* ^ "'^^"t the.deiTiand for care, p'atient 

initmtCd demand i.<^ Romethh\flr we dou't^ very, much attention to. 
If a hew druff for artjiriti.s- hits tho late .press, t oan expect a ^^ho9 

r wu'' r""^ ^^'^ V<*^t, dav from mv patients who want to^slfl-< 
About that. And as we piiWici/e the avftiilabilitv of home health sorvic^fi 
in a community, we will have more nnd more people who will ask for 
that, ftnd It may be totally appropriate; As a matter of fn^t. poVbnps 
that s where we ouirht to mhko our investment.' Perhaps so(^ietv wnnts"- 
the. rfflvant aires that come with jrood home health care, f p^r.<!on!dly 
rto. Hftt T don't think that we can apvicn i ass^umc t1mt»thQt ^^'^H decrease 
their cost«, ,^ , • - . 
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Mrs. SvrrnRR. Primnrily, only if homo care is moi\ in Vmi of other 
sorviros, more costly sim vicos, th«t s (he way costs could ho (h>crca!Hcd, 
not if it's \iso(l in addiJiau to I ho norptal usage paMcrn, 

Mr OwKN. If I could just i^ommont for a socoml on Hiat and otiier 
things rchittMl to it, itsconjsthat in most studies that Avo have scon that 
where the palionts thomsoFvos participates aiul (hon^has a cljoioe to 
nmlee, if a tliird party i)ayor is payinp: for tlio patient, ho\s not so apt 
to choose wlwit's (he most appronrinte phice to po. Tf lu» has the choice 
between paying Iho hospital bill or Payin/? for honu> health care and 
it's cominj? out of his nockct or he has some relationship to that, he 
more than likely will choose honu» health care bccausd it s h\ss expen- 
sive, and ho probably should: 1 f, however, sonu^body (else is pa yin/ir the 
' bill, the chaiu'os of him using it are slim. 

A good (»x»pu|>l(\ I recall in the case in Now Jersey where there was 
a ratejeview for Hbu^ Cross and I happetuMl to be at (he hospital associ- 
ation up there tit the tin'io and a union steward in a shop in New 
nninswiclc was talking to mo about their Tilue Cross coverage for the 
M^orlcers u\ that particular plant, and in one case one of Iho workers 
noodo(| a horimn oniMua. Ancl ho snid, *'Tf he goes ^o the doelnr aiul gets 

• that it's going to cost him $fiO and ho loses a ihxy'^ work, Tf jic's admit- 

* tod to a hospital, ho will be (Iumv l\ davs, his'work will be paid for, and 
* IUue(^ross will i)ick up tht t()tM cost-*" 

NoW^the slu)|) steward says, "Whht an\ 1 going to my to that* 
w^orlcer?'' And you know what ho would'say and probably nu:)st of us 
would say. . 

"So the whole system has hocu designed to ovorutilize, T'flunk tbaCs 
what makes the diflfcMrnce when we look at Avhat is fhe nu>st appro- 
priate care when p(M)ple h|ive to uuike tbat select ion^ 

^Senalor Jkcskn. I f you could and wo»ld gjlvo mo a onodiner as fo 
yoiu^opinion of the mitional conunission studying and developing 
hoajrt^ earo policy in this country that was talked about earlier this 
morning, Mr^Owon ? 

Mr. Ow*:x.' I think wo woidd like to see- although wo have wo strong 
objection to a conunission, wo don't think t lucre's ^oing to bo a whole 
lot aC(*omplishrd by that. Wo would rather see things left alone for ' 
at least a year and soe,wjhat happens in medicare and see av hat effect 
the J^KCt systam has on the rest of the pAyo^s, and. then'Vftor that 
ye^' IS up-~bonnise ,we are seeing sonu^ rj^markablo thitigs happen,' 
jtiid now to (duuige sonu^thing l)efore W(*'vo had a clMince to try it onf, 
u seems premature. ■ » •/ * 

Senator jRrsF:>r, Dr. Nelson/ , ' 

Dr. Net.son. Wo wouJd profei;.to so^e tha* kind of activity which is 
hirgelv :^ctfiful!n,<i: imd advisory done within the private soclor Jlnd 
then let our. elected Tieprosofdativos in CoTigress do their job based 
0!j all of the neodsf . J 

Senator Ji:rsr:N. Mrs. Suther.' 

Mrs. Srrri^KK. 0\\r association hnsnH taken a po^^tion on it, but 
personally T ^ol that that .comijrus.si^>n probably ^yould not l)e an^^ 

inore' beneficial than some of the others In^ the past 1ia\;o M^n, and 
r also preCiy' to have on fact.fiiuling giiDUi>s people with pragniatic 
attl^ides toward health 'care delivery as a busiiu^ss look at^bis whole 
problom, . . , . 
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Senfttor jRrsKN. Do nny of you hiivo n dosing .M«nt(MTM>n( for tho 
reoora i 

Mr. OWRN TM just HIcp to tlmnlc you, Soimtor, iKvnuf^o T fhiulc 
'^^'^M^ ^* ^^'^^ ""'^ n(V(l(>cl «o ho ,l,)iio. 

*u Nw-floN.TIm AISIA wont through fi very laborious oxorriso wHli 
tho ( oat Miuianfoinont Couunission ou Cos* of Ilonltli (^nro ^^•llo pul)- 
Iiflhod ija hiKiinp iu \m or (077. Mtuiv of «lu)so (lu.liMps l,«vo sub 
RoqncnUv Ix^on iniploniotifod. Sonio ftro vot to'lK> J«\ploniou(o(l. \V(x • 
would bo happy «o send ;\ou ft copy of (Imt. 

Senator Jkpsf.n. T thn"nk you., 

Mr.s. Sthiikk. I tliftnk you" vor'v luuch for invitlnjr us (odnv. 

bonator Jemkn. Tjinnlc you for con\in<r. Thmdc vou nil. 
_ Now wo will po to pnnol 4. Tlio Inst -H-itno.ss will ho tlio r'opro.sontn 
tivo of tho TTonlfh Tnsnrnlioo AssOlMntion of Auiorion rHTAAl Tho'^ 
hcftlth insurnnoo iftdu.'^try doos not fnll into tho ontojrorv of oithor ' 
oonKumor or providor so it wft.s not iiioludod on our oiirlior imnol.s. ' 
It ft ho httR ft por.spoctivo on honlth euro costs difToront from thnt of 
individuftl businesses. Consoquont ly, it wns folt thiit TITA.V, tlio 
^FToalth Insurnnco Assoointion of Amoricn, rnifjht try to wnip fii) tjio 
hmnng and brinjr it all into poi^spoctivo. . ~ ' 

Mr. J-nmos Dorsclu 

. STATEMENT OF JAMES A. DORSCH. WASHINQibN COUKSEL, ^ 
HEALTJI INSURANCE ASSOCIATION OF AMERICA 

Mr. DonsoH. T do appreciate* b(>inp:lioro and \Vs a roal honor to bo ^ 
the la.^it panel. You have had n.vory oxcollont heariii;^! You've had 
•oxton.siv(Tand exhau.stivo conunentR, leuiark.s, fact?, and fipiire.s from 
employera. and the consmnors, particidarlv on the p.xtont of tho prob- 
loms caasod by tlwi visin^i: co.st of health care. Twill not try and repeat ' 
or Iwidicate that. - 

T will say, however, that I do not helievp tjiov in any war oven- 
p.«?ttmate the problem. It is a real ?)robloin and thV ri.sinp co.st of iroft.lt h 
caro is the jnnjor concern of tho Health Tn.surnnce As.so<;'iation of 
America. , 

With that, I think I woidd pi-efer iust to have iny fidl fifatemenf 
ontorcd in the recon!, if tliat'.s all rifrhf, <rive you a very brief -.sTim- 
mnrv, and then ^o on and take miestion.^ and soo if T can bo of help. 

i'ho HTAA i.<? ploasod that yolt are rai.siujnr tho i.ssue of tho ri.sin^ 
cost of health cai-e .so .soon after the pa.ssa/j;o of IT.Ti. 1900, tlii^ Social 
Security Amftndments of 1 983. 

Tho chftTi^o in payment baRi.'? under modicaro would probaKfy not,' 
linvo been propo.*!od were it not for per.sistent, vafrid increases in health 
care costs in recent yoara. ' ■ * , 

Wo hftvo supported prospoctivo pricinpf for venjvs. and we apnl«ud 
tho passaire of TT.R^ 1.900 la.st year. However, those increa.ses and l^ioir 
otfect^t on Oovornment prtxgrrtm.s nro just as applicable to the insnranco 
cayofagv ftn-clKwod by empl(tv«ir far tl*eir omplovee.^ by indiyiduaTs • 
foj themselve.s, and by tho .'^elf-insiiVed. A.«? a re.snlt. whon coinbined 
with mod|(||re underpayments, which we call coat shifting, health iai ' 
snranco rft'omiumJ? aro.inoroft.shvr annunHv at mtes which raniro Il^«n% 
15 to 80 percent depondinj? on the size and locMion of tho b'lKsine.ig^n . 
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' ^MnploycrR, ooit>1ovoor, f\\\d conf^iiniors nwd nHvc^rsoly nffoct iho honlth 
of /Vmorit^nii indtisti^. 

MVvo hncl solntioris foi- it wbirb omphnsizo Stnto pro-ams for cost 
oonlftiniurnt Imsod on ^>(1(M*u1 (MMtoria, AVc nnrfii^nhirlv ron\iu(>n(l tho 
Consn-f^^^s for ifs ivrocrnitfon of (nialifllMl Stato nroWins as an nltornn- 
tivo moHiO'l of inofUraro pnrn\ooUundor tho Soriftl Somritv Amond- 
montH of 19Ra. Wo \\vffQ von no^v to adopt posjtiVo'inrontivos to States 
to dovolop their OAvn qualified pro5^ran\s; for all patients. 

One snrlhriixentive Avould U a medicaid reword for those States 
which enact nnali^ci^ {>rop;rants, >umilar to the reward in i)resol[it law 
for States? wliich^liad ho^Mital cOst containtiient pro*rran\s nv nlaco 
on July 1, 1981, Jnit which would provide no rewai;d for any State 
that put in the protrram after tl;at date. 

We fiirtlier.nrpe the Oon/orreas to take the next step on prospective 
pnein^ that is, to enact lefi:islation e\tendi!\>j^a hospital prospect ive"^^ 
pncmflr system to all payers; not pist medicare, to take «ffe^ 4 yeajs 
a fter ( he date of wiactnient in any State A^^ich has not enactetl a qiiali- 
" tlecj Stato proirrnm of its own. Such lejjislaUon would ^^ive every State 
.tinie to enact lepfislaiion suitable to its oAtiVparticnlar needs and yet 
;i!:naninki»es that «M of our cifi-'cns <vrl <lu> nmfVtion fhev deserve. 

What we would like to see, Af r. Chairiiian, is aVvel plavinff field for 
all third party payers, ^cludinp: medicar6 and medicaid. ^Vheii medi- 
care payN^^ss, private payers pay inore--in effect, constituting a hjdden 
tax on nongoveriu>ient patients whirli is expected to be $8.8 biWon in 
1 0R4, 

AVo woiihl liko to do Tiioro otiisolvos by wnv of nofrotintion with hos- 
pitnh to rontitin costs, hut iiidividiiullv, tho" ooimncrcinHiPnlth insiir- 
ftnco ooihimnioH mo too oconojniicnlly di.speisod to Imvo stiffiolont fovor- 
nffo to 1)0 ofTi'ctivp in tlioso nop:olintion.s. JT'olhvtivolv, thov nro pro- 
Iul)it(Ml hy Ft'dcrnl law. " 

Wo would liko to ohnnffo that nnd sDoclficiillv roduoRt confrrossioiml 
ftiitlionty to slinro dntn nnd onfinffo in joint cost-contnllltiont-ftctivitios 
such fts jioffotintin/r with honlt^i piovidois nnd tlio (l(<i^o1opmont of 
phvsiriftii profilos nnd niittoi'ns o-f cnro. 

Wo support, thoi oforo. S. 2051, introdurod by Sonntor Arlen Specter, 
wluoh wotild frivo insiiroiR that authority. 

On tho other .^idc h{ the cost-contninni'ept coin, Mr. Chninnan. tho 
ftdn\uii.striition hiis usked Conpres.'? to levy a tnx on employoo hottlth 
plnn.s «M pnrt of^its fiscnl yonr 1085 lo^rislntive proprnin. ' 

Tho lioalth insniniiro industry opposes this proposnl^ discrimina- 
tory, nnfnir, mxd on^ tlmt will do nothing to'stop henlth cnro cost in- 
flation. , ' 

A pvQPpoctivo all-pationts systoin will foVcC cast-savinp incontivte<5 
into tlio Rtniotiiro of h^spitnl pnynionts and oponitions and will have 
mnnv tunes tho unpm^tof the J^nnd-Aid approach of taxini? workers' 
lihnlth insiirnnco premitiftiS. 

Wo very tntich rtppreciiite this o])portunit'y to pro-^ient pur views and 
I woul<^v^ very happy to'^ttkennv<piestions. " - J 

(Tho ])repnrod st»itoinent of Mr. Dorsch follows ^f^"" ^ 
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PurAKia) STAxrMBNT or JaWm a. DomeoH 

My nan\o is Jomo» A. Oorsch, WoshloO^on Counsel of V\o Jtcaltti Inuufflfx^o 
Association of America. Tno MIAA is n tr«OG assocloUon of ap\)io\\mln\y 3?^ 
componlos which together wr^.to over 0^% oT trio country's cormierc l»l healtn f 
Insuronce. Wo oppean toOay on tt^elr betinlf, 

Wa are plaasod that you art rnisinQ tho issue of rising health cusfi 
shortly Qrter*tne pnssn^jc of H.R. 1900, the Socio! Security AmcnOfDer^ts of 1983. 

The recently ona#.tocJ low serves ou o good starting point for discussion 
of tho issues. It chaogos Medicare's hospitol payrrwnt for the present . 
retrospective do termination pf incurred costs to a system of prospect ively 
Oetormloed prices. Wc agro« that this change In incentives Is highly 
desirable. In fact, prospective payment may bo ouV last chance for a 
competitiv^i jjolutlon to rising hospltaUpests. rtDwover, the new prospective 
pricing syrtem applies only fo Medicare, -V>y system that does act apply to 
aii patients ^ixx not proouce tne. desirsc .rnanges- l.i ~sospi!:jii ^enavlor. 

The change in pay^ient basis under NteCicnre would prooobly not have Dcen 
proposed were it not for persistent, rapid increases in no3l:"i cars cqs:^ m 
recent years. These increases and thai? effects on governnient programs are 
Juit as applicable to the insurance coverage purchased by employers for tneir 
employees, Dy inalviouals for themselves, and Dy the sclf-ihsi^red. A3 a 
resjl\t , annual health insurance premiums are currently increasing at rates 
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A prospfs^ilvc prlr Inj* systooi ^s-nicn «;,)plie5 only to ^vsoicaro vsill 
oo'^lt.leJl.y ^oio oown N^©oicarc outlays, but hospitals coulo slnipiy sniTt to 
of'^or payers. K the rr^ange to a prospective system ()rosiJes the rignt 
ln:enLiv8s to nospitaU to volon^orlly^control healin care expenses, ano wtt 
8^:ee f^a* it ooss, s.cn n t:h^>ngc is equally nocood by those who are not 
ciiyi:>le Tor Ktedlcare. ^ 

The exlster^jje of qost shifting has bocotne we 11 -documented since our 
Indjstry publicly identiflod the problem a couple of years 030, Cost shifting 
totalled 15.8 billion in 1962. According to our latest estimates, the cost 
S-l^t Kill ^^row to S8.^ pillion in 198^. 

a logical business pfoctlce, hospitals recoup reductions in Stadicnns 
ana ^^dicaid reimDursTrment by Infjl^ating charges to privattf" patients. Ihose 
who arc insured faced higher premiums. Tnose who ore not - such as J^nld-off 
workers wno have lost thsir insurance - are faced with a ruinous hidden tax 
exacted at a tire when tney are leosfable to pay - a tax on their already 
^ky-rOCKttting hospital charges. Without governmont action on an all-payer 
system, all t^rivate patients remain vulnerablft to an unprecedented and 
financially intolerable lL>vel of cost shifting. 
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nowlUli win Ko«. wur, pr,,slclan» to volu.u-rUy roUu.^ l»njtr, of slay «nd 
anciUmy 5«rvlcpi. Iha InccnUvo ror t^ohOvorlal chnnua. is pront; . 

hospltHU will rtnully 1.0 nblo to uol nwro nwnoy for Ool-x) less, a.t 
hospltnU Kuy svK;n chanjcs taks time und substanthU ufrorl. In piaL-th-.. 
hospitals will rlno It far easier to cost shift than to Cost contain. 

wo support foderal legislation that offoctlv«ly protects prlvnto patlonts 

rrom tfddlllonal cost shifts. S.,ch protection could ta,<e Iho fom> of n 

r«lJu8l prospective payment system for all-payers. W,lle such a system would 

Ptovldo cost contnlnmont IncmUlves, It nfied not pro.Juce savings to the 

private ,,ctor In the short-run. Furthermore, nn all-payor system would noi 

noccssarlly renulr« that all-payors Initially pay the sna« prlc, for hospltoJ 

services. But discounts ouyht to bo Justiflad by savings to the hospital and 

0« «v» liable to all hospjtals. For example, dlacounts for prompt paywinl 

would bo appropriate. Government patients. In ^t,rylnnd are an sxpeption to 

this prW«;iple. Whl^ft shnrlny. In «u costs to the hospital Including 

uncOTpensatotf care, they are eligible for an additional allowance In order to 

stay within the aggregate federal cap required under the NVjdlcare waiver. 
S* 

X 

I would lUe to Shed some lig(it on arguinents against an all-payer 
system. The Administration says that we private insurers will plggybajl^n ^ 
tne Medicare mc; prices once we recognize that we are paying too -WL-h for , 
hospitj.1 care. Mr. Chairman, we already know we' ore po^ng too much but we ' 
are unaole to pay less under a combination of current federal policies th'at 
generate cost shifting wfMttrpirom-Dltlng Joint negotiation by insurers. We 
are caught between the. contpetitlve forces in the insurance market and the 
failures in the non..competnive hospital industry. Curre^t comprehensive 
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i)c"ic'lt contracts y^Uh ompioyers would prohibit us fronn limiting our :)aymont5 
to f^o^pitals to tna MecJicare rata Ddcause tiospltals wovjld biU empioytrej for" 
tt^e oiffarence. Ejiiploycrs ano employees have made a conscious orclsion to 
aloCt comprehensive madical benefits in 90% of our O^oup buslneas. 



If, In the future, individual Insurance cotnpany only offered to sell 
pla-\5 wMch limit benefits to the f-tedlcare ORG rates, empl-pyers wpuio again 
exercise their option in the free market to buy comprehensive oenefits from 
aoDther irsjrance company. Wnat if the froerai governnv3nt intervened in the 
comoeti^tive health insurance market and prohibited the selling of 
comprehensive medical benefits; wojIo you then indirectly succeed in 
controlling hospital costs? No, hospitals would charge patients all that the 
market would b3^^rt>ove the indemnity amounts. Many hospitals )yould soon fin) 
their solvency threatened as bad debts amounted. ' 



You may ask whether we negotiate with hospitals to accept less than their 
Chargcss as .full payment. J-t>spitals have agreed to such reqtsests to 
voluntarily reduce their revenues only where an employer or insurer has 
sufficient volume to force acceptance. Some Blue Cross plans so dominate 
their local areas as to be successful in obtaining such volume discounts. For 
the vast majority of the country, however r neither the insurance company nor 
tnc employer has sufficient local volume to negoti^atc charges and ^.hereby 
prevent Cost shifting. To drive home the point , ^the Prudential, whicM is the 
single Iprgest private health insurer in the country, has only of the"^ 
private health insurance market, and that is spread over 50 states. We are 
too dispersed to negotiate individually and we are prohibited by 'antitrust 

laws from negotiating Jointly. ^ 

4 
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Exporlonco vuUdotes our froutiatlons over cost nhlftln^. t.xpftrlo(K:n has 
al50 Shown that second-opinion surgery, nmOulatory Denttf4ts uno othor covflrngo 
deslgnod tcf reduce utUlzailon ore successful but nlor^e have Umltecl IrrHmct . 
rinnUy, ex43erlo(H:6 with Stato prospective poymcnl systems denwnstrates their 
errettivenoss In contotnlng ajgrogHto health c«re costs. 

ft 

This Is a developing ^roa and no one yet can claim to have ail the 
answers to tn^ Questions of a single hospital paymdnt reform system. In fact, 
two of ttie oldftot and most effective systems ,' the Maryland and Now Jersey 
programs, operate quite differently. MH5 recently yrontod waivers to New York ' 
iind Massachusetts, two of the nation's high cost states. In ooth of these 
states, ali pmtles with u direct stoke in hospital payment chanye--providerc, 
employers, unior^s and insurers-^act 1 vely participated in designing a 
solution, Ggth are implomontlog approaches different from those in Maryland 
and New Jersey, we hollevo all of 'these different approaches will lower cpsts . 
and produce useful comfjarisons. 

f 

Ihc federal governnyjnt 's past role us a catalyst has helped encoorago 
variety anij innovation. We believe this is th€ prime role for the federal " " 

govenAment, and should be continued, we applaud and coimiend the Congress f^r 
its recognition of qualified state programs us un alternative method of 
Medicare payment under the Social Security Ajnendments of 1903. we urge you 
now to adopt positive incentives to States to develop their qualified 
programs for all pdtients. 
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Ona such incentive wojIo be a s^odicaid reward for those States wnlch 
enact quail Hea programs similar to tne reward in present law for States which 
had hospital cost contalrm^ent proc^rtims in plnce on Ouly» }, 1981. A inodost 
Madicaid reward would be most appropriate- Tor those States, which are movino 
ahead to help solve a national proDlem-hcalth cost inflation. It would be a 
fitting way to attack a national proDlem at the State le\*c) without a new 
Peaorai bureaucracy. It would bfe a fitting reward to those States which, by 
holding oov^n rising health costs, arc taking action to hold down thu number of 
citi2ens Torcec into ^tedicald and other public assistnnca programs by health 
care inflation. SoCh a proposal need not, in fact, 'khbuld not, require the 
Stattts to set-jp h^^spital rate setting* commissions, U ncted not, and should 
not, require any- particular type of program, rate-setting, ORG, or otherwise, 
as long as the State program meets the criteria set forth in the Social 
Security Amendments of 1983. 

• ■ ^ 

Wft further urge the Congress to take the next step on prospectl^ pricing 
- to enact legislation extending a hospital prospective pricing system to all 
payers, not Just Medicare, tp taKC effect four yeai's after enactment ]^ any 
State which has not enacted a qualified Stat? program. Such legislation would 
give every State time to "^nact Jegislation suitable to its own particular 
needs and yet guarantee that all our citizens get the protection thciy 
deserve. It would also provide a stimulus to those who oelieve our problems 
are best solved at the State level to move ahead ofid get the job done so there 
will Oft no need for a federal all-payer program- 

* we also recognize that any over-all solution to the problem of tislnn 
health costs requires a reconciliation of the vital interests of a mmtier of 
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IttipDrtant a^^^nts of ou^ society. Therefore we coritlrujo to support; the 
8.)polntmQnt of a Presldontial Comfnisslon, tipon whlcr\ oil oT ty\use Iritorosts, 
providers , insurers, employers, and unions, nmuny otr^ers, can tjo roprosonldd 
/and which can bo cnarycd with the constructive resolution of Wie conflicts 
whlcn rnako this problem so IntractoDlc. 



Mr... Chairman, the hoaltfj insurntx^e business shares your strong convriltmont 
to cost containment. There is nwro wo would like to do ourselves. 
Nevertheless, we find that we must struggle under some formldahle handicaps.' 
The field on which wo compote is strewn with regulatory and economic obstooAos 
thiit significantly interfere both with our ability tg serve our customers and 
with efforts to improve the efficiency of the tiealth cure rinoncing and 
Oollvory system as o >|idAo. 



J /her way 



Pot another way, what would the Insurance industry like to do and what 
are the carriers to their doing It? 



Let us first identify thesfc handicaps, all of which are externa tly 
imposed upofi ,us. 



rhon we will return to a discussion ot eat^ of them, llnUkG. 
tne nonirvsured plan^Vlth whlcPt wo compete, we are subject to stringent state 



rejjlallun. Uur prcgiCt design creatlvety is' also stifled by n range of 

provioer protection laws, llinliki our chief competitors In many Instances, wo 

pa/ state premium tn^es and federal ii'icome taxes on the earnings on our 

reserves. In Luklition, the rnghly competitive nature oT our Dusiness and the ^ 

dm it rust laws preclude us from coHaporat big effectively for cost containment 

.» 

pjrposi^s, \ ' ^ 
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If tnc or'lcio'^cy of ottt h^^ltn care tystzn\ is ovaf tjoing to 09 i/nprov^ 
.tnrou^-^ moTO maaninQful patient participation, wtj must fust maKo'ccrtQln tnat 
tnft Choices availaDle to confumors-fara not trconomicaliy Dinseo Dccausa of 
Oovernmant-al^constraints. hTtsn individuaU or ampioyars choosa a tnira party 
payment mechanism, the choice- should dc onv^g roaliit^c alternatives. This is 
not jl^liy possible toOny, 

w.-^nt we would IJke to see 1$ a 'Uevel playing field'* for all third part/^ 
payers',', in-lucfin3 Medicare ahd ^Vjdicaid.' When Medicare pays lei;s. priyate 
Deyors pay jhore-^in Arfuct constituting a'hitiden tax on non-govarnmeht 
Piti^tt-its w^icn is expected to rxa $9.e billityi if\ I98fl. 

Thds cost Shifts severely ^jjfnsdes .tl^e ab'ilUy of private payors to dompete 

* '* ) 
witn Qovernmant program!* .gnder Medicare- vouctter system ?uch as that proposed 

Dy tne Administration. ' ' ^ 

\ 

Ytt want Medicare to pay oft the same Oasis as other payors, irtfe provision 
in the recently-enacted Social Securjlty Amendments providing for Medicare 
recognition of C|ualified state hospital payment programs is. a major step in 
the rl^ direatiorx, 

AHother possioility would be to require -Medicare-approved hospitals to 

allocate eqi;ally among aU private patients that portion of their budgets rv>t 

t 

reinoursed by Medicare or Medicaid. * % 
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Socond, a» with tho Modlcnr« cost shift, state TeQulatlbn docs not apply 
evenly to various c;.losfi«s of payors. Gjnploy^rs that Sf5lf^insur6 employee 
welfare benefit plana are exempted from s^ate regulation by the preen^bion 
clause' in Section MA(c) of ERIS^. Such nooinsured plans are not subject to 
theNnyrlod legislative and regulatory requirements imposed upon insured 
plans. These requirements, which tary considerably from state to state,' ^ 
, typically include a wide rfrnge of mandated benefits^ free^hoice of provider 
provisions, an<3 continuation of coverage and conversion options which are 
often quite costly. Employers may avoid these obliJiations as well as the 
necessity of maintaining reserve^ and paying premium taxes simply bV not 



insuring their plans. 



Jn order to nurture competition in the health care field* we' should * 
assure that all cofppetitors subject to the. same »rules. - ^ ^ 

Insurance laws and regulations' Serve a beneficiajL purpose in protecting' 
the insured public. However, ERISA now precludes the states from regalpt log 
the affairs of noninsuted health plans, but at the same time the federal' 
government has failed to regi^late fthese health plans. 

It is also a very real impediment to innovative plan design by insurers, 

we recommend that Congress require that state taxation and regulation 
apply equally to a fi" funding mechanisms. We are not proposing a substitution 
of federal for state regulation. However, our business does support, for * 
example^ Section ^3605(a)(ii)(l) of^S.i5^1 (the Retirement Incom<i Incentives 
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an3 A^Tinistrative Simpli,ricatlon Act, introtJucdd Senator ,t^cklG$) Which 
hdjIc anend E?II5A to preempt slate mandated oenefit laws for insured as well 
as Tor non-insured ernployae banaTlt plans. This simple change would he a 
first step along *th8 nay to mor^i^ equitaoie competition and more rationaJf 
•t>ttnafit design. 

We wDjld^llkc to set up programs in^ every state, as wt^have donei'in 

Connecticut, to guarantee the availaoility frf health insurance to all 

incXvicjuals, However, ogain, ERISA is a major Parrier to our seeking state 

iav^'s setting-up tnese pro^l^ms. we feel strongly that all competitors in the 

employee health oenefi^t m^et' should sharft proportionately in^any program 

J* 

losses. However > ERISA preempts state laws to th» extent those laws require 

-■ » ' \ ' 

<yrlf-^insured plans^ to pai^ticipate 'in the$tt it«t» program)!. Thus, self*-jtnsured 

plaos are effectively, shielded from the ecoAomic burden of the guaranteed • 

avaiiaollity programs,. a burden wh:^c^ falls on an ever-decre*sing base caused 

by exi5t:\.no legal barriers to equit|^ oompctitioo. Ttie program could be 

solvea eithe;r by an aitiendment to ERISA or Oy legislation authorizing Insurers 

to set up sucn po^ls and requiring all employee health berSfit pUn funding ^ 

mechanisms to, participate in such a pool ^s a condition of income tax. 

dedu^tlDili^y or by otherwise requirirtg self-iniured employers to participate 

in such programs. ^ > -i 

In a similar yefn, there are^ny number of state l4ws^er\*cted to protect 
the interests of cvifferent elates of providers.* These laws often operate to 
prevent the establishment of preferred provider* f)lans by insurers and stand in 
the way of negotietions between insurer^^ and providers.* They ess<|ntially ^ 
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preclude any insurer from restrictiop in any way any bernsficiary 's "fr<y5cJom to 
cho(\$e" any health provider the Xnsored^shea, yv^ intorosting experiment is 
beoAiv^ing on thi$ subject in California j and wo should know before to) long 
whether competition* among providefs^^wili btT enhanced by California's no»^ law 
allowing Qn insurer to negotiate with providers. Note, the Caiift^nia law * 
still, does not aUo¥[ mora. than one insurer to Jointly negotiate. 

^ Last, we«wdgld'like to share data and enga^ in Joint* cost'containmont 

activities, Such as negotiating with health provident, the development of • 

Ij/iysician profiles and patterns of care, and otheyr such activities, ~ 
♦ 

Specifically: v . ' ' 

1, Insurpts should be authorized Jointly to collect, analyze and use 
Information on the quality, cost, or' utilization of heal't;h care services, 
including the development of reasonable, or preferred vtiWzation 
practices as guides for insurant^ relntsursements to providers. In other 
words, commercial insurers dtlbuld be able to Join together to assent)le 
data. 

2. Insurers^ should aLso be empowered collectively to negotiate with 
r^alth care proy^ders tT) dove^p. utilization standards. *It should 
further be possible for JLnsfHt Jolnfly to contract with-r«vlew * 
organizations to provide peer review and concurt^l^ hospital review for 

. ^private patients ar^d to prgvide data to such 'organizations. 

Tor that reason, the hhsalth Insurance AssociaWon strongly supports 
Sv 2051, introduced qy Senator Arlfen Spcicter. 

>- 

i 
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Senitor Spectjir*! till* will, for th« firtt time, allow inJrurance 
companies to coopor^te in collftcting,, tearing and u5if>o important >>Ralth cara 
data to analyse co$t$ and quality • That data, tn tqjfn, can be givan to 
cbniumars and employers, thus helping them make mve educated health qare 
decisions. And finally, the bill will give those who pay for hosplt^il care • 
the ability to Join together, to' negotiate fpt bette^c rate* and care without 
violating federal lawv ^ . . , ' ' 



, Most significantly, tbfi bill satisfiet/wo important criteria' in tAe 
Nation's fight to control rising costs: F^rst, it create* competition amof>Q 
hpspitals, and second, it is a private sector Initiative^ requiring no taxer*, 



no government intervcf^tion and no additional burden to patilsnts, consumers or 
«mployers. . ^ ^ 



Employee Health TaX . ' ' 7t 

On the other side of theV:ost containment coin> .Mr. Chairman, the 
Administration has asked Congress to levy a tax on esnployee heal^ plans ai 
part of its F.Y^ 1985 legislative program* ' 



A 



The health insurance industry opposes this proposal as discriminatory, 
unfair, and on| that wi^ do nothing tt) stop health-care-cost inflation, nor 
will it raise the revenue suggested as laboy -management negotiations rcirrapga 
the employee benefit package., ^ • ' 
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Among the Broumaott ^0«Ari»t such t tax are t followAng: ^ 

% 

.- It penal i^eg oiQor woyk»r^ . Elderly groups tend to use heelth-care more • 
rtectljently tnan younger, rwalthler workers. -Hefyre, tJhe cojt of heaJLtl^ ' 
Insurance for a group whJlct> Includes more than the average nUt4)ef of 
older .workers not ^ly will be higher Ixjt could dlsc6urjge many employers 
from hiring the ojider wofkef . Under the Administration porposal, these 
groups will be adversely affected by a cap, while younger groups with 

^ : - 

' similar coverage may not be taxed. ^ 

v.. ■ ' 

; ^ . ' ■ V ... - 

f It penallt^s those In hazardqog, hiflh>^rlsk oqcUpatlQPS >*-.;SOfnc groups, 
such as Iron \*orkers or coal miners,, are usually cons Idet^^j^. a-. higher 
"rlsk^" and are typically charged hl^^er health Insurape premiums. These 
groups ^could be unfairly taxed while othe)f groups nlth similar ' 
covexage-^such as clerical workers*-- would be unaffected. " - • ' 

' It is a fo j ^ Qf "double taxation ." The Health Insurance Associatlofi of 
America estimates* that Medicare and Medicaid payipent practices will 
jresult.ln $8.8 billion being shlftpd to patients covered by private 
health Insurance In 19&4 to make up for government underpayments to 
hospitals. For the QOve:?nment to shift thSse costs to the private sector 
and then put^j tax on 'the resulting higher insurance premiums pateftitly 
unfair V. 

It unf airly affajcts certain geographic areas , The cost of health care Is 



airiy atfajcts c 
in some areas, 



higher in some areas, such as large-aetropolltan ol»tles. A single 
national t^ cap does not take geographic differer^ces into account, and 
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thus would pirtloultrly peo^liz* ^tho»e In-hlgh-coit are|ii. Converi»iy., ' 
i£ would allow the t«^-freft purohtte of much 'more oen'trroui benefit plint 
by those In low-oott arett. 

* • It cqdIo x^^\JH l.n ygctuceo coy e;:aOf i pt preventive ctre ^ervlll^es . A$ 
employees tprafnble to reduqe |thelt ovenll prenflum iiftet, eisentlel 
preventive care i'ervicei such as dental care^ vision cart, mental health 
tpe^efltSi^^ and alcohbl ano drug abuse services may De X)roppea Ixm Denefit 
plans. Dropping .these Benefits ooes notrTing to reduce hospital costs, 

and In the end may have the t?pposlte effect > 

/ ' ' ' ■ 

V 

. ' vip. Cnairman, all of those in the prlviate sector 4ho havt^he nfest to 
gain' from effective hospital cost containment - lha employers, the wlont, tha 
Insurers - In essence, j|jLl ^of those in the prlvata sector on th# paying side 
of the equation - say thS|efflplOyee health tax will be ineffective in curbing 
rising costs and jire opposftd^ to its enactment • ' . , ^ 

It is a fact .that the n«dical expense people fear most Is hospital 
^xpjinse, and It Is hospitalization. Ir^surahce that will be the last, and Xeasti 
effected by this proposal. , 



« 
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Tne most sensible approach to keepl^o^hospltal costs uoj^r control Id 

procftpctlvc payment: reform that applies to all paUaatS, not Jclst Modicara ' 

patients* Rising costs are not Just a Madlcar^-r^dlcaW problem but a 

national health core problem as well. A prospective all-^patients system will 

forcQ^ cost-saving incentives into Jthe $tructure of hospital payments and 

operation^, and will, have many times tFie impact of the band-aid approach of 

taxi^ worker^' health insurance premjuns. 

♦ . - 

"we are beginning to see that prbspectivp paymefht S^$tem5 that include , 
all-payers, including Medicare » now in place^inTour sUtes, can wofk. There, 
is no reason why the Congress should try the untested theory of taxing heal.th 
Insurance prjemiums— and every reason wrty it should not, « 



Again, HIAA and its number companies share this Convnlttee's fconqjgrn over 
risingf health costs, we appreciate the opportunity to present our views. I 
will be pleased to respond to questions. . 1 
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Senator JwreEN*. Would you support the idfa of a national^ health 
policy commission which was recommended bjpAlr. Califiino earlier 
today? ' . 

Mr.. DoiisoH. Yes, we would. hav(y suggested iit that past a 
' Presidisntiftl comnnission composed of<tfn the parties. at intoVest^jfeel- 
ing that you need the expert i>5e of hosmlf^^lpetors, insurers, consum- 
ers, Employers — ^all tHose as a practical llll^^fhat have political clout 
need to bo part of the negotiatioijs. • ^ 

On the other hand, we^also tliink that this is an immediate problem 
and it's such a large problem that there is no one Way answ-er and we 
W!i^ld hate to see such a couHnission delay implementation of otheivip 
^cost noccied legislation suqjl) as.we Have already suggested. 

Senator Jei'sen. more and more people pfiove to thb health main- 
tenance organizations or the preff^rrea provider orgwization systems ^ 
proyiding health care, what does this mean to the traditional health 
insurance companies? . ^ ' 

Mr. DoRSCH. Well, they've responded in rt humber of waya an^t's 
been a very interesting phfepoiT^endfT. . ' v ' 

First, the insurance companies, and the-HIAA in particular, havrf 
supported HMO legislation in the past and companies indivrdyaUy, 
have invested in HMO^s, both owning and operating HMO^s^ or 
financing them or lending them money. So'they see it as a good com- 
petitor. Thry see it as another Avav of helj)ing to Jjold do^vn costs.^ 

One tlie other hnnd, Avhile IIAIO's hayo increased their membership 
'feubstantiafly, I'm wot sure thaTihey ha^^e taken a large share' of the 
. market as yet. In other words, we started with Kaiser right after the 
Second World War, and it hnsn't been such a fantastic idea for oA^ery-^ 
body that they have yet taken over the world, I think they may be 8 
percent of the market at this point. So that in any particular area,, 
they have not been a real problem to insurers. Itjnay ne ac^problcm as 
youncrer people iivttny pfirticular company switcn to HMO's, and it is 
usually, we liavp observed, primarily younger, more mhhile Avorkerg^ 
' that a^e more lilte)y to join HMO's, Older workers with higher health 
costs may in factstay with the traditional indemnity plans, assuming 
the employ^tF '^^^ ^ multiple choice plan. 

This doesn't piesent anv real problem as long as the employer is 
paying the entire cost of tne healHi plan. If he's paying KotJS, then^ is. 
no real problem. If there i^j a substatrfial employee contribution, how- 
ever, you may in fact get some adverse selection, which moan^ that 
: becau<^e the cost to the older workers go up and the cost to the younn:er 
workers go down and you start creating* eoonomic problems Avithin 
the r>lan winch Ithe nottiaiMt<1liave to cone with. , ^ 

Senator Jeprt^n. Dof^r^u hn vo any closiji"*g stntenDOT^t for the rerord ? 
T appreciate your t6stimony. It was terse and i)ight to the point and 
a firood wrap-up and good creative ideas. Do you l>ftV(\ any additional 
statement? * * ' 

Mr. Donscijr. Well, T think youVe had nn excellent spread of wit- 
nesses h<?re, many good thitiflfs to say, and T think it is af)roblem that 
does have to 'be faced by the Congress. 1 wnnt to commend you for 
taking hold of it, sir, ai)d inviting us to* be here. 

.Senator Jkpskn. I thank you. ' , 



Tho purpose of tortny's hearing was to take a broad brush look at 
tl»o health care costs and, in closing, I'd like \o try to snmrtiarize 
what ^ considoi soino x)f the key points in this hearing. 

First, of all, J think' all the witnesses presented some very thought- 
lul testnnony which will give Congress a great deal to think abont. 
1 think ^^-0 had- an interesting cross-section of .viewpoints that have 
been iK>neficial. CSehrly, there is a great deal of debate over the ques- 
tion of Vhether we need to rely more on market Solutions to the health 
care cost problem or wliQther we sliould turn to greater regulation, 
llio probleins we face are serious and, as was pointed out, the icosts 
are only going to continue to rise and'th© longer we wait to got at 
the problem, the harder it's going to be to make these changes. ' ' 
1 d jiko to mention that this is only the first in what I expect will be 
, a series of headings on this topic. I think the fact that there was so 
much mtorost lu this topit- is? testimony in and of itself ta the serious- 
ness of the subject matter. 

Going into today's hearing I did not expect to be able to walk away 
with the answers, but I think weVe had some very interesting ideas 
-placed befoie us for consideration. 

«o I would like to take this opportunity t6 thank those people who 
have been watching this hearing here and at home and let you know 
th^t tho committee welcomes your comments as well. If you" have any 
Ideas on how to get at or how to get health care costs under control 
and yoM would likb to bring thehi to the attention of this committee, 
you can write to this committee, to Senator Roger W. Jepsen, chair- 
man of tlTo.Joint Economiij.Committoe, Dirksen Senate Office Build- 
ing, Washington, DC. The ZIP Code is 20510. • 

1 thank all tho witnesses for taking the time tobe'with us today and 
1 look for.ward to the continuing dialog in tlie days and months ahead. 
1 will ask that the record of this hearing remain open so that rtny 
witnesses who wish to do so may submit additional^ material before 
wo close the record. 

This heaijing is now adjourned and subject to the call of tho Chair. 
VVhereupon at 1 :36j).m., tho committee adjourned, subject to tJie 
call of the Chair.l ? j m» 
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HEALTH CARE COSTS AND THEIR EFFECTS ON 

TIjlE ECONOMY 



WBIJnbSDAY, august 89, 1984 ' 

Congress op tme United Stai'eS) 

Joint Economics CoMMrrf RE, ^ 

t Washington^ Z)(7. 
The committe<5 met, pursuant to notice, at 1 :20 p.m,, at St, Luke's 
Student Rosidonco Auditorium, Cedar Rapids, lA, Hon. Roger W. 
Jcpsen (chairman of the committee) presidirrg* 
Present : Senator Jepsen. . . 

Also present: William Finerfrock, legislative assistant to Senator' 
Jepsen. . ^ >j. 

OPENING STATEMENT OF SENATOB JEPSEN, CHAIRMAN 

Senator Jei'skx. This meeting will come to order. We should never 
start wy thing by making an apologv. Also they say if you have time ^ 
to spdwi^o by ^ir, and that's what happened in this case, but we un^ 
ghulto be here and thank all of you for taking time oUt of ;j^out* sched- 
ides, busy schedules for being here today. I would like to thank also 
St. liuke's Hospital for allowing the Joint Economic Committee tp 
ivse this^ facility.. To our witnesses and guests, I say welcome and 1 
hope, you find today^s proceedings both informative as well'as enjoy- 
able. From the looks of our agenda, we htive a busy day ahead and I 
will not take a irreat deal of tnne with ihy opening stjttement 

I would like#) point out that this is the second in it series of hear- 
ings 1 have asked the Joint Economic Committiee to cortBuct on health 
care costs* The first heating wte in Washitt^jton, DC, on April 12,^ 
1984, The committee heard testimony from a wide variety of witnesses - 
at that time representing providers, consumers, and the health insur- 
ance iudustry. Today's hearing will be similar in nature e:^cept that 
our witnesses will look at health cans from an Iowa i>erspective rather ^ 
than a national perspective,. • > 

I do believe the FedeVal Grovernment can learn a great deal from 
Iowa. Our State has a 'gr^^at deal to t>e proud of ^in the area of health 
cai>e and* it is my hope tliat this forum will provide us with an oppor- 
tunity to look at some of the things that uiake Iowa so unique- 

Jn many ways, the health care debate in Washington is much like 
the weather, a lot of people are talking about it •but nobody is doing 
anything about it. ] ^ 

Theue is no question that health costs are rapidly getting out of 
hand. It has^iow been estiinated that the American peopl^ are spending 
approximately $1 billion each and every day on health cftre cost5\ 
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Sfevernl months a^o, during a discussi6n' on health core AVith a num-^ 
bcr OT lowansi soineoho raisod tho question : **WJia^s to blame for sky- 
rocketing hoiUth ca^o costs 

One person in tTie group offered that it was the doctor's fault, an- 
other .sug^sted that perhaps the hospitals were to blame. Still an- 
other stiggosted that actually it wivs neither^ but rather it was the 
insurance companies that were driving up the cost of health care. I'm 
_ ^ ^ure this is familiar and youVe hdard this type of roundrobin discus- 
sion before. - ^ ^ / . 

But as we discussed the matter further, we came .to the conclusion 
that it was renlly unfair to blame just tbp doctors or the hospitals oi* 
, tlie insurance companies ; that indeed co^isumeri, business, and Govern- 
ment were to sh^re, if thew was blame to spread hround, \Vere to,shai^ 
in it as well. , s 

I suppose the question^ "Who^s.to blame for skyrocketing health 
ii^are costs?" can best be answered by the cartoon character Pogo who 
strftod, ^'Wo has met (lie enemy and it was us." 
During todny's hearing we will be listening to tlie people who make 
up that "us" — doctors, lawyers, hospit^nl ndininistratont's, uurses, busi- 
ness, Government, and consumers. 

As everyone it) this room knoAv!^, however, rising health care costs 
a#o more than just statistics or dollars. Health careaneaiis people.JFo/ 

• many years now it has been the policy of tln^FederaH^overnment to 
try an<l see tliat health care in this country is a right, not a privilege. . 
Tt was this obligation which led to the creation of the Medic^ire and. 
Medicaid Programs. And it is this commitment that has led to some 
of tho^lvanges being made in our health care system today* 

But up until now, we have ten(\ed to only lookut the rCvSults of sky- 
rocketing health care and not the causes. We hav^ nevef had a clearly 
spejiled out health care policy in this countrv but rather depended upoii 
" a variety of programs to come together and' become a policy. 

Congress and the administration n<>w ap?)ear ready to%|pkle this 
major uncVrtaking with joint cooperation and working togetlier on it. 
- Your iniiglits and observations will be a key to helping us develop 
an intelligent health care policy for this country. r;et us learn from 
your experience and make improvements for the fiituroJ. 

Someone once described Washin^tton as 14 souare miles surrcjunded 
by reality, WelK I can't think of^ better place to get a taste o^ reality 
thun right here m Cedar Eapidi<i A. 

T welcofna you all to this hearing aiftd J look forward to your 
testimony. 

* ^ Wo have four i^anels. One is a consumer panel, the first one, tho^ 
second is ^>rovider perspectives, and the third is funding sotirces und 
the fom*th is future planning. So as vou see, our witnesses todav do 
i-epresetit a wide variety of interests* We have individuals rer>re,<?enting 
^the loww Retired Teachers Association, the Iowa Medical Societv, 
nursing homes, urban and rural hospitals, home health Cim\ attorneys^sr 
iiisurnnce, Govemmeitt, not to mention inflividual^ testifying ft'om ^ 
tlieir oAvn experience from personal viewpoint as well As from busi- 
ness poi-spective* We will start right out with the consumer panel, and 

I would like to welcome at this time Jtilie Beckett from Cedar Rapids,'* 
who^wiiri>e addressing a long-term care: and home hfealth needs ^ tTim 
Shipley, chairman^ State Nursing Home AsiSociation, and next to him 
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ia W<yvtt(r1^ tho g<»t>tleman in the center, iw the middle, with the 
ycllftA^ and blue tie and the blue iackct. Wavno Pos is a leflfif'lafive x^v- 
resent jitive for the R<^tired Teachers Assofciation., And Denise, how do 
yo^i pronounce that? 
Ms, RoQTTKTiT., Dcuise. - ' 
Senator Jki^skn, Denise. It would help if I get tlie name right. Demise 
Ro(1uette, Cedar Rapids; Jean Flanagan, Cedar Rapids; and fTim 
" ]yr< T.atighlin from Montioello. We will start with Julie Beckett, Cedar 
Rapids. ; ' 

STATEMEHT OF JUIIE BECKETT, OEpAB RAPIDS, lA 

Ms. BKrKEin\'I am supposed to speak bn long-term care this after- 
noon mainly l^ecause my daughter was involved in a lonff-term c^r© 
instittition at St* Luke's for a long period of time, I am also involved 
in an organization \yhich is helping to alleviate some of the probltjms 
that long-term gare parents at*e having, 

^ There arc so many things to discuss when talking abou|: long-term 
care. I often winder where to begm, but of course I nave to begin with 
Katie, for she is the ffeason Vm here at all , 

Katie's history of bemg a long-tertn patient started "5 yeai's ajfo after 
a l>out with viral encepJialitis whith loft her comatose, iotallfy para- 
lyzed and progressed her tolK^come ventilator dependent. It seem^hard 
to believe it's been 5 years, but when I watched ner last lliirrsday put 
on hor unifprrtV and gather up her school things, I c<H>ldn^t believe tl\e 
day had finally come for first ^rade. For bore Avas a child that a little 
uvY^r 2 years ago was strapped lit the confines of thep^iatric intensive 
fcrtre unit ipn this very hospital, li^Aiting her exposure to other children, 
to a loving famibr, to a loving community beyohd St. Luke's Hospital. 
We had reached^a point in which Katie's hfe had become stagnant* 
There was nothing moi-e for them to do, but mabitain Katie's care at 
its current level. The nui'ses and theranist had taught M^ark and I all 
about taking care of Katie's needs, ana it waa proposed Katie lahould 
go home, ventilator and all. It was a beautifm day* thinking Katl& 
was finally coming homo fl^ter 3 years of running to tne hospitaHhree 
and four tinw5 a uay. You don't have rhuch of a family life in an 11117. 
.stitution, even with one as caring St Luke's Hospital But f^hortly 
after the joy of -thinking about having Katie home, reality set irt and 
da.^hed our hopes for a '^normal" family life. 
Mo^iey, ''the almightly dolla^:*'^^ was going to keep u^/aiyay from our 

^ little girl. Katie had intfurted such expenses in her wngistiHid^gle for 
life, far beyond" what pur insurance would pay, andjkad been jpTaced on 
the Mcdicajid foles 7. months prior to her dischafge, Mtjdicaid rules 
had been allowed to apply to Ivatie because she was an individual and 
not living tinder our income* Wlien Katie left the institutiqUjher status 
would again come under our dependency and we earned too fnuch 
money to allow Medicaid to help with flirther health care expenses* 
even thoitgh, we c6uW never e^n enough to pay'for her m-houfie and 
in-home hospit^U costs. We were caught in the typicar^Qatch 22/' We 

.went tlu:ough the normal channels to try and get an "exception t<> 
policy" from the Departmentof Health and Human Services* Wci had. 
to review tJie brushes with deat|[i.that'liad occurred thlroughou,t Katie's ^ 
Ufe.'^We g:athercd statistics to show tho cost effectiveness in home 

4iealth care. We did everything we could to convince them that this 




^-iiwis going to be eonmueh better fojr Katie and her -faniily if they could 
allow her to'come home on Medicaid status. , ' V 

^ After a vely frustrating spriKiij*, suiruner and fall, we received a 
rejection t6 our "excfeplion of-pbudy" pled. But, we had one pejison 
in Qur coiner who had taken the time to listen to Mark and I, and to 
meet 'Katie; His name is Tom Tauke. Congressman Tauko lytd sup- 
ported Jthe i^pa of filing for an "exception to policy" fl^d had eve'n gone 
so far as to have a staff pel*son work-^vitl) Health and Human Services 
to gather statistics tovsliow the cost-effectiveness. In IfAe October, it 
was Tom'g office that had received the rejection first. 'Hie Congi^ssman 
then took, matters into his owiwiands by cping directly to tTO Vice-. 
President who was heading tlie Kegulatory Kefonn Cominission, Here 
was a perfect example of where ^ov^rnment failed the common man. 
The rest is history. The Presjdfent learned from the Vice-President 
and -in a news conferences oil November 10,* 1981/ used Kat\6 as an 
example of how "hidebound regulation'' forced Government to be 
inhuman. \ . ^ - O 

I'm very proud to say that since then, many persons have been 
allowed to i^eceive a waiver to allow them to leave .institutions and 
thrive in the environment of a caring, lovipg home. What we have seen 
from this is the prognosis improves draniiitically. With Katie alone, 
one area affected — her speech — has improved so much- so, that she no. 
longer needs sign tang^iage and can be mainstreamed in a first ffrade 
classroom wjiere other children can learti about life of a^^^disilbled'' 
person. ■ u-I-^ 

Katie has been set as an example for home health care. She has 
improved so much, that the ventilator which Vas needed 16 hours a 
day when she first came home, is now only'approximately 7 or 8 hours 
a diiy. W^ don't refer to her as ventilator dependent,^ but ventiln- 

, torassistea. - ' . 

She still needs a daily regime ofactivity to keeiJJ|MJlRtus quo and 
Mark and I perform that a9 a part of our daily rouMwIt's not with- 
out worry and strain, but i^^all worthwhile and we wmHpot and could 



^not go hacl^a life before home health cate, Ev-er^jji^Fin tlMS com- 
munity has^een affected by Katie's progress. Every^JPe takes pride^ 
in what "we"1mve all done for her. - ^ 

Wh^n Katie first left the hospital, all contacts hffd been macie with 
speech therapist, physical therapist; occupational therapist, vendors, 
suppliers, all to meet the needs Katie had. Over the vcarlf these needs 
have had to be revised,.but they are^till'in actuality. Hencai'e plfin has 
been flexible enough for growth and because of that she has succeeded 
to become the active participant in our society, not a burden to our 
society.^ - ^ ' - 

What about other cases in Iowa? Well, without the coordination of 
services, families ca^^not take on the added nee^ds of technically af?sisted 
children at home. We are verv lucky in^ Iowa to have Vwiny of those 
sendees already in place, but it is connecting the child up to the ap- 
propriate persons Wiat does not always happen. I felt up until last 
Thanksgriving that* things were goincr fairly well, but then I learned 
of a family with the same problems we had with Katie, struggling to 
make it through the systems. I reali«ed then that fj\mily support, infor- 
mational resources and education of parents and professionals about 
home Ivialth care needs was an absolute to successful home cafe plan- 
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ning iivotir Stifle,' SHnco then I h^vo organixcd a6KTP cht^ptor for the 
^ State. SKIP means Sick Kids Need Involved Peoplpi, T have veorkod^n » 

the Federal levl>l b^' iden^ifyijiff needs families arc having all oyer the 
^ country, I hayo worked to enconraae other States to develop waiver* 
I>Voj!:rams for all persons, and I l^five worked with onr own State 
crippled ohildinen services to establii^h a re^fionalized plan for home 
healrh care for chihlren ^yith chronic long-term ilbiess^ J am hoping ' 
wjith this health cai*e plan, services will l>o nnitcd, working top;cthor. 
to help families meet the needs of their children while conimnnities 
grow in thoVpride ^of helping one another.and share in the successes . 
ai^ these children niiiiviro to become responsible demcatod citizens. 
'I^liank you* \ \ . , ^ 

Senator Jkiv^rn^ Thank you, Julie, Now^ Mr* Jim Shiploy»on*the 
* concerns of the elderly population, I. would advjse the members of the 
jlanel that your'^prepared statements will be entered into the record^ 
and yow may theroioro smnmllirixe or pVoceed in any way you may 
desire', but please know tlmt ^our statements will be er[tei*e4 into the ^ 
record, ai\d then yottcan do what you w^ant. Mr, Shipley,, 

STATEMENT 0^ JAMES E. SHIPtlfiY, PRESIDENT, IOWA HEALTH 
CARE ASSOCIATION, ANAMOSA, lA 

Mr, Shipley. Senator Jepsen, ladies and ^a^entleHidh^ I appreciate the 
'opjwtmiity to address you today and pvesent^ny thoughts.and obser— 
vanon,s yn the concerns our elderly population hav(i in ixjgard to their 
current and future health needs. In my day-to-day activities' as presi- 
' dent, of rt^ Io\Va Health Care Association' and as a provider of long- 
term care services to many Eastern Iowa elderly and liandicappod 
citizens, I feel adequately prepared to present their concerns to you. 

It wul probably come no surpri^ to you that financial security 
aw(l health are the top concerns of our senior citizens, and. not neces- 
sarily in that* order of importance, I find that a high percentaije of ^ 
otir elderly are very well aware of the problem of high costs associated 
Avith our current liealth delivery system. They understand that the 
system will need to be changed in the future but they are apprehensive 
and have »]tiest ions such as: * ' 

First: What will be the availability of ftlture services and where 
will the resources come from j>B pay for them? ^ ^ t ^ 

Second : Do we view nuality health cai*e as a right or a privile^ ? 

Third : Will we be aole to maintain our independence in making . 
decisions relating to when and wh<Sre we may sfeek services? 

Fourth : Wfll -we in rural Jowa have access to quality and high tecli 
services in our home ai*eas or will we have to relocate to say urBan 
. areas to rec><^ive such care ? , 

Fifth: What about if]|^uality J||^life? We are aware that the 'ability 
td sustain life through the use of technology outstrips our ability to 
make prudent decisions regarding when to mistain lifi\ 

Tliese are but a few of the questions our elderly citizens are asking 
but they arc perplexing janes thtlt need to be addressed in the near 
future. The problem ^f vA'ordable quality Ivpalth care for the elderly 
will only intensify in the future. Inasnuich as jpersonal health servicfss 
ar(5 rendered to individtial'^ople, the demographic characteristics of 
, Io\i'a and the nation are basic to understanding changes in the delivery 
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of health services now taking place. This understanding is even more 
crucial to planning for future delivery rosoVirccs to meet future popu- 
lation chavactcvistics. • , . " ^ 

The State of Iowa is in the midst of profound demographic and so- 
cial changes. These changes will alter indi^idtml anif household bo- 
• havior and directly impact the demand for health "Care sovvicoB for our 
elderly. Wliile the population for the entire State of Iowa grew 8 per- 
^ cent during the last decade, the number of people 65 and older in-, 
creased 11 pei;cent and now reprcsenjl a total of 13 percent of the Stage's 
total population. Thp ybunger people- are moving out of the State in 
sigiiiflcant numbers and those over 65 tend to remain in their Vlfto<^ of 
residence. Iowa now ranks fourth in the N^ition in term?>^of percontaffe 
of population over 65 ; these are the citizens whose needs for health 
carjo will- increase sipce statistics demonstrate repeatedly that older 
people tend to need health services at least vtwice as offen as the. 
younger population. ^ 

The Ceiiter for Hospital Finance and Management at John*Ho|)kins 
TTniversify commissionod a report which shows that with life ex- 
pectancies increasing at their current rate, the numbers of persons 
over 85 years of age will increase by 75 percent during the next 20 
y<iar$ for the Nation as a whole. In Iowa the population 85 and older 
is expected to doubl(U)y the year 2020. 

With these demographics in mind,^it becomes obvious that one of 
the most* important problems for us to solve in the next two decades is 
how to balance the health care needs of k groTfing elderly population 
against the diminishing ability of the wo^Jing popul?vtion to pay ^or 
it. ' . s ' 

What is. so obviously needed is long range plariniUjg on both the 
national and State levels. Within the present system it is possible 
that very few services would ^ available to the <5ld^'ly and poor 
lowans m the futme as £he health ^are expenses of jnir elderly are 
very largely paid by Medicare, Medicaid and other Government pro- 
grams. Shortages of funds for these programs will cause the Gov- 
ernment to respond to the crisis. A better approach is to recognize 
the problems now and develop a plan to*solve the problem in a rational 
way rather than to plan by default. 

No one entity will be able to respond* to thcr problem of assuring 
afford able quality health care fot dur deserving auiior citizens. U 
is a societal problem which'must approached by^^ery segment W 
society. B\it we need a leader in these efforts and I certainly hop^ 
our United Spates Senator, will assume this role* Thank you. 

Senator Jepsrn, Thank you, Jim. As long as we got the'microphone , 
do^Vn there, put it on Jim McLaughlin. James McLaughlin, emerg-' 
^ ency health care, from Monticello. Jim, please proceed. 

STATEMENT OF JAMES nT MoLAUOHLIN, MONTICELLO, lA 

Mr, McLatjohun. Senator, can you put a price on the unnecessary 
^ loss of iulumian life? To the Government it may be the loss of several 
thousand dollars in taxes annually. To the local merchant it could 
mean products not purchased. But to the family it is a tragedy of epic 
" proportions-r-whether it Ixu the father, not saved from a l^art attack, 
a mother or child lost in an automobile accident, or a badlybufned fire 
^ , victim arriving too late for t^eatn)ent ^ 
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.Th(v hifx: i« that tho aiv^^mljulance shvos lime and it'Sfiv^ 

liv<>t— and it does It da^^ aftcrV day, year af tef year. . i » 

It is the chain tlmt tios tine smaH hospital to the larger, bettor 
iMpiipped city hospital. It is tho reason that I am visiting with you 
to(hiy, after nearly dying of a hehrt attack approxinmtoly 2 years ago. 

Yes, I can personally. t^jstTlfy to tho speed of the bird, the dedication . 
and efliciency of tho pei-sonnel, and the comfort that comes from 

* knowing tjmt- yon are in^ competent hands^ and that everything is 
being <l<)ne for y%Y well-boing that it is possible to do. ^ 

lu na way do 1 want to boTittlo tho role of the. local ambulances or 
the local hospitals. Th^l^y all form vital links in the safety chain, but 
the big bird IS like Superman, able to leap the tailed budding{rand- 
Ignore the busy highways inflow. Whenever there is an emergency^ . 
and time is of the essence^ tho lifeguard ambulance needs -to be avail^^ 
able. 

Traveling on tho lifegnf^rd is not ^something that you fear, the 
ftttpndants had -me prepared and ready to depart in a matter of 
nunutes. I ftn\ told that it takes approximately l5 minutos.to travel \ 
fron\ the MonficellD Hospital to St. Lukd^s whore I was treated. I did 
not time i^nor did I worry, as I had complete confidence in tho men 
andnn their life-sustaining equipmopt. \ \ ; ^ 

In a very short period oflime I was hooked to the monitormg sys- 
tems of the hospital and Ivad all their lifesavin^ techniques a* my 
disposal. But t\\\s is not about tlie hospital, it concerns th6 men and tho 
wnirlv bird who are ready to quickly transfei^ accident victiiips and 
all who are in medical need to the areas of special lifcsaving equiR-\ 
mcJnt.* , ' 

We have always been told that a chain is as strong as its weakest 
link. The lifeguard }>kiinc is the secure link that may have sav(ftl my life 

# yesterday aim may save yours tomorrow. - * 

Emiprgejtcies do not announce their coming in advancjK. Not one of 
you in this^liudience todav can guarantee that tomorrow4>r in the near 
future you will not bo the one needing quick transportation to an 
emerfl:encv facility. I live on a farm west of Monticello and we often' 
see the Ijelicopter as it passes near our farm. T,wo of our immediate 
nei<i^hborR have also had this lifosaving*rido. 

If you are asked to contribute to the air amiulance, in order that it 
will always be able to fly. do If taxes axe needed, I can think of 
no better place to use them* If a government S:rant ift needed, let us • 
m*ge our liadfers to support it. Let us put our energies and our dollars 
to a positive purpose-i-that of saving lives. I, for one, can endorse 
tUnt program. 

Senator Jepskn. Thank yoti, Jim. Wayne Pos, legislative representa- 
tive of the Retired Teachers Association. 

\ t ' ' . ^ 

STATEMENT OF WASTNE POS.'^lEOISEAtlVE CHAIRMAN, IOWA 

RETIRED TEACHERS AiSSOOJATION, DES MOINES, lA 

^r, Pos. Thank ton. Senator, members of the panel, and friends^ 
Probably some of the ideas which I will proceed to give will answer 
some of the qtiestions Mr. Shipley raised and maybe some of the ques- 
tions which were raised by two of tho previous speakers, 
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Howovor, all tlic answers aren't hero. All the questions haven't been 
asked. As a>nior citizen, I fef>l, that I have some 'ri||ht to speak as a 
senior citizen for senior .c^izens. The he^^lth care industry is one of 
the largest and fastest growing sectors of the U.S. economy. I just 
about changed that spelling to spocitor. Since 1967, he^th spending has 
increased on average over 12 percent per year while the economy as 
. < 'a who e has grown at only 0 percent pertyrear. Health care spending 
Ims taken a larger share of the Nation's total resoinces— risirig from 
fl.4 pcr^ent of GNP jtl 1967 to 10.6 percent in 198^ • , 
"^Jn 1982 hospitals continued to receive tlie largest share— 47 pef- 
oont-j-<)f thfr$287 billion, more than I can comprehend, spent for por- 
.sonaL health care services. Moreover, hospital cofits and revenue con- 
^ tinned to increase at double digit rates. Over tHe past 6 years, hospital 
rooin rates have increased at times the general rate of inflation. 

Over the past 8 years. Congress has enacted approximately $25 Mil- 
lion in Medioare^pending reductions. To date, tliese spending reduc- 
tions have been achieved through increases in Iwneficiary cost-shar- 

• IS, UK^iQa^e'S in part A aiid H deductibles and coinsurance— 
whiclr increase their dii'ect out-of-pocket paymonts for liealth care 
services and through limitations in the'amounts whiofi Medicare pays 
to hospitqls and physicians. H«re are just a few of the idoas I would 
like to have you consider. To restrain the rate of increase in total health 
care spending, the following cost containment strategy .shouh* lie pur- 
sued : First, the rate of increase in hospital expenditures should be lim- 
ited to a fixed percentage rate that is reasonaWy in line with the gencr- 
al inflation rates. The fimit once establialiod should apply to all third- 
party i>nyments to hospitals. Setond, the economic incentives that ai-e 

. cau-smg excessive oxpanion of conventional medical facilities, particu-' 
larly hospitals, should bo.removed :Tor example, by imposing limits 
on (leprociation deductions when hospital /nursing homes are so'l(T. 
Third, health care service delivery should bo restructured away from 
acute-care instituti6nal settings, with gi-eator om^iasis placed on pre- 
• *' jVontptive, cojnmunity-and-home-based services, '^'ourth. GoverT>ment 
•■fK"lft^|>>T programs with the potential to yield significantPsaviiigs 
should bo promoted along with eflfective measures to promote compett- 
^ tionm the health care industry. ; 
Over the long run, health care delivery should be restructured to 
•expand the supply of needed services that represon^t less costly al- 
ternatives to hospitals and nursing 1/omes. Competing forms of ' care 

* delivery such as health maintenance and preferred provider oi^taniza- 
tioi\s, small clinics,jand ambiflatory health care facilities of all kinds 
sfioiiM be encoura^d to the extent pos.sible. Greater use should also ' 
lie made ol'paramedioal pei-sonnol— for example, geriatric nurse prac- 

• titioncrs and physician assistants—especially in unSier-sorved rural " 
and inner-city areas and in such neglected institutional settings as 
nursing homes. For the elderly; this kind of restructuring tyould mean 

, , l)etter access not only to eonventiomif medical care but also to a variety 
of needed' nonmedical, socia"! services, like homemnker/chore maiii- 
4 .VP"«'^ce services and nutrition ooun.seling services. 

• As part of the Social- Security* Amendments of 1983, Congress has 
enacted a prospective payrt^ent plan to compensato hospitals for Serv- 

. ices they render to Medicare inpatients, Tft^ Medicare prospective pay- 
mfent system Uses a case ihix approach, J^UG, diagnostic related 
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groups, to (letorinine tlio amount of paymtcnt a hospital .will ^rccdvo 
with rojspoct to nnv purttcuhir patient^'^caBo. The amount of payment 
is based on rates calcuhited for e^ich DRG. If a hospital spends move 
than its I)K(j^ rate ^br a specific dingnoJ^is, it loses money. If it is able 
to treat the patient for less, the hospital keeps the savings. This is a 
goud step in the right direction. 

tIo^vev^r, hospitals AviH atteTnpt to sbift ajiy nnrec^pvered oost.s they 
incur with respect to Medicaixii inpatients to non-MedioaifC inpatients 
, and their private third-party payors. This could mean that the DRO 
s^vstem will have little or no impact on aggregate hospital cost escala- 
tion— at least until t'lio DRG, prospective pavment plan is made ap~ 
l>licabl(*— as it should be — t^^I third-party payors. 

W(» believe that hospitalsVan contain^osts, deliver high quality 
care and earn a surplus sufficient to maintain AMability while receiving 
"less reven!ie than otherwise undei' the cost-plus reimbtirsoment 
rhethod. . ^ , ' 

Physician charges are the rnaior out-of-pocket health care expense 
for the elderly. Sixty percent of physician charges are^paid directly 
out-of-pocket.* ■ ' , ' 

To hel|V stem the elflerlies' r>ipidly rising out-of-p^teket expensed, 
gaps m Medicare benelits should bo closed. An effective cost contain- 
ment program, along with a siibstantial rcducfion in provider fraud 
and abuse, could help pay for the Extension of Medicare benefits to 
include some of the currently noncovered items, and services or services \^ 
that are subject to durational limitations. 

The elderly — I (^an speak very forcefully about this — are major 
consumers of prescription a«d over-the-counter c^rugs and therefore 
have a teen interest in legislation affecting drugs, especially drujg 
prices. Drujf manufacturers are supp6rting legislation to extend the 

m of patient protecti^V for prescription drugs. We strongly oppose 
legislation to^icrease the^rm of patient protecti<:^ fbr prescription 
drugs. ^ ^ . >' 

We oppose (teregulating the Nursing, Home Indufitry. 

The last paragraph summarizes it all. All of us are well aware of 
the rising cost of long-term care. However, that probleiiLis associ^ated , 
with the aging of the population and the cost escalating ffictors unique 
to the health sector of th(i economy* Tt should be viewed nhi as a prob- 
lem for the individual or the individuaPs family, but as a problem for 
society as a whole. Thank you. - - *■ 

Senator Jrvskn. Thank you. And now Denise Roquette, Cedar 
Rapids, proceed. ' / , . 

STATEMENT OF DENISE ROQUETTE, CEDAR RAWDS, lA 

Ms. RootTKTTE. Thank yon, Senator Jepsen. My name is Dcni^ 
Roquette, T am^fulltime, single, working mother With two children 
ages 11 and 4. My monthly salary is $428.00. Out: of that $428.00 com<i8 
food, ut ilities. rent, clothing, child care ; and otlier neceasities. I hardly 
hrt^ enough to meet Uiose expenses;, not to mention medical expenses, 

Wt\ ofRce call-is anywhore from $18 to $26. The office call d^ rtot< 
p inclu<le pnvscription if it is needled which can be as high as another 
$20to$30/ * ^ 




Jtist rcrontly my danglitor Aval^ry ill Since it wa^ after doctors'.^ 
- hours, I lm<l no choice but to fro to the t?morpcncy room not once, but ^■ 
twice, as well as hev tamil^ doctor the next dav at a cost of $80Q. As 
you cah see, that is well over half of n\V montl)Jy salary. 

Physicians now require payment due with ijach visit For myself, 
tjiis is almost ii)ipossible. 

T^m sure that Vm ntf)t the onlv\persOfn in this sittiation and do n^t 
want to quit my job ti qtialK^f^ XJTX^Tt ayouM seem to,me fot 
, people wlio are tryinfll^o maimaln a job attd take care of a home and 

children too,Nthere should be some kind of ffuidelines or a slidipg scal^f / 
0o\\ what we can aflford to paV. As y^knoAv, you have no rhoi^e whety 
you or someone ih vour family becomes ill, you have to^o to a doctoyC 
^ T^m not askinjc^ for a handout, as T'm sure other people facing? tlno 
same dilemmaui.vl am ivr?rnot. ITowever, the fact remain^ medical ex- 
penses ai-e and have hodn on the rise. Myself and others like wm couhV 
use some help. Thank you. , . • * 

. Senator JicrSKiV. Thank you, De'nis^^Jodi Miller,. Cedar T^apids. 

^ : S^PATEMENT OF JODI MILLER., CEDAR RAWDS, li 

nk Vou, Senator Jenseiir^romv March, JOTS', 
uutil February, 1080, T was employed by Fleetway St^ores, The. Mv 
hotirly wage was $Ji.l5 per hour and T worked 371^; hours per Aveok. 
This was my only source of income other than $2B per week that T 
was sui^posed to receive for child support. Ji\ n 4- week month niv total ' 
pfross income — includiufl: clfild support, tvhich T sometiuVes did not 
receive — was aDproximately $57S. ' ' »• ' 

M'v health insurance was fullv ?>aid by the companv, but m\v 
datijrhter's was not. The only additional fovera^yc T could purchase 
throuirh the company was a familv ?)lan which would have cost an 
additional per month. So. T purchase Ti separate Bine Cross/Blue 
Shield 80/20 plan^poliVv for mv dauflfhter which cost $40 per month. 

My monthly expen4;es of which rent, utilities, and telephone were 
shared were: $105 rent, $12 electricity, $15 telephone. Mv cost for 
baby sitter was $190, $120 for flras to transport" mv daughter to the 
baby-sitter and ^2:et me to work, $65 auto ])|tvment, $82 auto insurance 
and>$40iiealth insurance. Total monthly expenses were annroximately 
$fvOO. After payin^r mv half of the rent, utilities and telephone, T had 
approximately $83,50 to4>urchase food and cover our modioli ex- 
. ?)enses. which nt that time amounted to approximately $50 per inonth. 
Tn addition, if T did not receive mv child supnort for 1 or more weeks 
that month. T coirldn't even coahm- food-or additional medical expenses. 

T called Social Services and filled out an application for A.P.O. 
and -food stamps while T was still working?. I^was denied arty help be- 
* ca!i^;e my income was^too hiph. So, T felt that nvv only* alternative Avas 
to quit work and to on A.D.C Mv share of the expenses were then 
reduced t(^ $208»h0 per month. T did not have the cost ^f babv-sittev 
* nor transportation^! received $202 per month ^A.D.C. and $7T^per 
month in food ..stamps. Most important thoumrh wa^<i title XTX w^hich 
covered alnmst anv medical expense T incun-ed, 

T would like to add that since the bejrinning of the year, mv family 
T>hyslcian cost ^7t. my daughter's pediatrician has cost $177. Between 
the two of us, wt>had^four different specialists, a neurologist, Dr, Risk, 
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which cast $460: Dr/Bdntman and Di;,*i)ovino which oostpSTO and 
$25J,>; nnd Oi\ Zoler^ $185. This amonntfl> for about $1J0# since tlic 
hoginninf^of t]io yi^ar, A^hich had T boon Avorkihg, I would have never 
l>c(>n able to pay forj'^nd it's boc|i all covorcd fit)in title XIX, Thank 
you. , • 

Senator J^jrsKN. Thank you, ^odi. And now, Jean Flanagan, 

-STATEMENT OF JEA* FLANAGAN, CEDAE RAPIDS, lA ^ 

* _ 

Ms- Flanaoan, Senator Jopson, ladies and p;entlomen, I havQ l)cen 
listeninp to the other |*)eoplo speak, and I hai^o gone through an experi- 
ence \\\\\\ my farfuM-, who was a senior citizen, passed away^ July 23, 
I am afraiil my report is a little diffei^cnt than some of thepc, because 
ofHho situation which prevailed with I ai.n hero to repoYt my per- 
sonal ex^perienco with the illness and death of my father, Cleo Fahrney. 
Me was admittcfl to the hospital April 2, 1984 and died in an oxtcx#[)d 
\skiyed care facility July 28, 1984, I realijie there are reputable x^aro 
' facilities/svith qualified employees, l^ut my experience was a >^ery bad/ 
one, Tjhis care center is^ for veterans, pn extended care, priyate pay 
people, and patients wjho cannot stay ir#the hospital due to changes ^ 
urthe Medicare Program, , ^ 

Aly father >v«s admittori to the hospital and diagnosed as a cancer 
patient. IIn was 86 years of aji^e, still employed at the time he became ill 
and Iwid worked the mornifl^hp went to the hospitah T sat with him 
12 or 13 hours a day eve#faay unt'il his dtsnth. He was allo^l^ed to stay 
in- the hospital ,80 clays, tlien we Avere told we had 3 days to take him 
.somewhere else, even though h^ couldn't walk anymore and had lost 
20 poimds. Many mistakes had been made, but the ordeal changed ' 
from terrible to pitirfuV 

The following are some of the complaihts I registered Avith the State 
Department of Health; The food Avas^of poor quality and prepared 
very bad. The-day the State investigated, tnoy had people there from 
the home offljce and a good inopl was served. Medica^ons were not ^^ven 
correctly. Due to my father^s difficulty in swallowinjf, his pills were to 
be ma.shed and given in applesauce. Charts are not referred tb many 
tJrnes, and' I would have to tell them this had toJ[>e done or he would 
choke. " / i^*^ 

One day when I arrived, he was trying to eat his breakfast and 
they had" put his teeth in upside down. ^Jfhere Avas a great misuse of 
enemas, Inxatives, and suppositoii^st^. People were given them and left 
i() go in the-hed or Ictft in the bathrohin for a long time. When^ve first 
arrived, niy father Avas ^eft in a bathroom for 2iiours in the jniddile 
of tju^ night. He called, fc^help until be was hoar.se, Wlien it Avas re- 
ported, a rude rpsponse was given back that he^htould have turned 6n 
' the light. I checked the light and found the cord Avas broken. I felt 
it had been that Avay some tiir^e because the cord waS frayed. He also 
Avas? 'left on Iwdpans for long periods and given enemas and left avWi 
the result in his bed. He never complained, but he Avoiild ask me for 
help. After it Avas discof^ered ho Avas allergic to the isuppositones used, 
his do(^tor gave ordei^s never to nse them again. During the nightr, not 
ouce, but on two different ocdfsioiis, ho Avas given a suppository. He 
Avent through terrible sutTering from this. 'Fliey either didn't chock 
the chart 6r ignoi'cd the doctor's order. One of the aides told me she 
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WIS 90 Ron-^ uiul fil»o had begged thorn not to do this bocftiiso sho had 
tf^w it on Ins chtivt, ' , % . i 

1 h(^ve obscrvdcj many instancoa of what I Vonsidi^r abuse and will J 
'«avo this nifornmtion foi; you. My fecliiTWi in this are not only per- > 
sonal for a terrible ordeal by my father wWh he had t« endure, but I ^ 
have lost two fine husbands ^n war; fighHn^for this country and whai 
, It atajwls for, and s(ynething is wrong that we are letting our sick ancT^ ^ 
.eldorlv people and ailing veterans go through this kind of tre^itment. 
Iho door is open for unscrupulous people to use the lif^ savings of 
people who need care but insteivd ai-e receiving misery or e^^en (ieath. . , 

The State Department of Health does investigate compljunts and 
„ reqtiests correction. Ho\>'evei-, this course of action Would not be neqes- 
^ sary if they weix> move closely monitpred. It is correct Medicare has 
b4en misused ,Fbi\t there must be some other Way to correct the situfi- 
. tion other than w-liat is liappening now. Compassionate health care for 
our sick aljid elderly must not only be a goal, but a commitment. 

Senator jEP§pr. Thank yoij. Ms. Beckett, every time I hear Katie's 
stoyr. It reinforces my belief that one. of the great things ibout this 
Country is that one person can make a difference. And so often be- 
c<5ine cynical and begin to believe t^iat unless we are part- of a large 
organization or some big movement, we can'k change. Buf your story 
reminds i»s all that with dedication and determination, you cart inake 
a difference, andf.it also reinforces the fact of i-egardless of what a per- 

• son's lot in life is or his responsibility is, hiq or hers, or what title they ' ' 
■ may haye, that peoplfc afe, the bottom line, for the most partj are Very . 

caring and compassionate and do whatevef they can. The organization 
. mentioned, the SKIP, "whicf \% Si(ik Kids Need Involved P^ple, 

' IS that established nationwide now or have you got this local ? 

Ma.^BKCKErr. It's a national chapter, but" it's only established at'tliis/' 
tiiWin 14 diffevent States ftnd there are threw chapters in— 
Senator Jepsen. What's its primary funding source? 
Ms.^ Bkckktt. Well, at this time, it's working through a couple of 
demonstration grant projects, 'niainly through the Department of 
• Health and Human Services but it has also received Federal funding 
grants, from vj\Yious private funder^f rom the pr*\^ate sector^ 
Senator Jeppen. I suppose Ihe last question I could ask iirwjiat 

• ./ihould the frovernment be doing to be more responsive to thb needs 
> . of the future Katie Becketts? ' • 

.Ms. Brckett. I think at this time the Government is working very - 
closely— I think there are people, at least that I am working witli, are 
able to listen to the parents that ai'e out there in tetms of home health 
oare. What we need to do on a -State by State hasis, and that's why it's 
j)een established that way, is to allow the parents that are in those 
States to express the problems that are goin|g||i and get the answers 
to tho.«so questions, to get the professional witlT the famfty so that the 
problems— for instance, one of the problems that we found here" was 
with a vendor-supplier that one of our families had, and In the middje, " . 

u of t}ie night the little girl needed oxygen-<*wotl, she needed to be sjfc- 

\ tioned. Slie could breathe, but she needed to be suctioned to clear 

herself, . » . ^ 
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Ant\J.ho machine broke, down in the middle of tlic night and the 
iilV)ther called the vendor and said my suction niacbiixe is broken, I 
need a suction maciiine^ aiurho said vani not a 24-hour vendor so 1 
am not coming out. And she was— ^vou kuow,\she basically didn't know 
what to*(h). So she called me and 1 said take her back to the hos|^itaL 
I mean there Is nothing else this girl could have ddno at tlie time. The 
suction* machine A^iis bnikon, the girl cannot makfj it through the night 
witjiout Ix^lng suctioned several tunes, and yet tiiK^ promise was made 
by the venftor tlHit he was a 24-hour dealer/ Well; that's not right and 
those kinds of situations have to be resolvcnl. The families them- 
selves have to realize who are the appropriate people that they nc^cd 
to ^^t ttutliere, anil so that's what SKIP is mainly doing, is w'orking 
as m|ormational an<i referral for a -lot of the parents^ as a family 
support, aiMl^lso to educate poa-ents and professionals that hhim 
heaUh care c&n work aj!r long as the services are otit there and those— 
the needs that these ^ople have can be met. I mean in Iowa especially 
there are so many serviVes already ouf there,* but it^s just connecting 
the person wi^h the service. Does that helpunswer your qtiQstion? 

Sonnto^ JKrsKN. Do you want to malcc any.comments,.Mr. Shipley, 
on any « 

. ]Nrr.SuirrEY.T hove no further comments, , =^ 

Senator Jepskn. All riglit. Well, I thank all of you for your testi- 
mony. The way we do form policy and change tilings is through the 
collection of l)ot,h people's experiences a»nd their expertise, and as these 
things btiihl u|) and are researched and vc^nowed, that's th^way that 
ideas come for making changes, and there may be soii;ie thatfcuay come 
.otit of meetings such as this today. Collectively here I think wq have 
got on a 'consumer base which is q^iite a dramatic cross section* of 
information. I thank all of you for comin|J, and you are now excused^ 
and hare a safe trip homq, ' 

Is there anyone that has any closing statement? I shoidd ask you 
that, 

I now oslc Dr. Swaney, Linn County Medical Society; Samuel 
Wallace, president, St. Ltike's Hospital; Sallv Miller, Administrator, 
Atmmosa Communitv Hosoital ; Gary L^vitz, assistant director^ 
University of Iowa ITosnitnl and Clinic: Jim Tinken adinjnistrator, 
Mercy Hosoital Cedar Ranids; and Judith Mue!ft>how, e^cutive di- 
rector. Public Health Nursin«r Association. 

T welcome you to the ?>anel and advise you that your pi-epared state- 
tuents wiin>e entered into the record, and you* may summarise or 
proceed in anv numner vou so desii-e. We will start with Dr. S^^aney, 
Linn County Medical Syciety,' 

STATEMENT OF BOBERT L. SWANEY, MB,, PRESIDENT, LINK 
COUNTY MEDICAL SOCIETY CEDAB RAPIDS, lA, REPRESENT- ^ 
IN(J lfe:7lOWA MEDICAL SOCIETY 

Dr. SwANEY» Senator Jep^en,-t am currently president of the Linn 
County Medical Society and am htore today representing over 3,200 
meml>ers of^j^ Iowa Medical Society. 

Senator Jefteon,-the Iowa Medical Society welco^jies the opportunity 
to participate in^oday's forum for health care is,sues. » * 
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, , There is no question that the Iftalth care system has become a major 
component of the American economy. In addition to the frequeutl^t 
^itea figure of healtli care income contributing to over 10 percent of , 
the, gross natibjial product, we note the health services industry is re- 
; ' sponsible for employing 5.2 milliort full-tinie equivalonfe-positions and 

ranks second among the Nation's industries behind retail track. In - 
Iowa, hospitals and other providers of health care services may be the 
major source 9f eiuploymeni^and income for the locaj comm^mity. We 
must recogm^ie also tbat a high quality health care system is needed , 
locally to atwftct and keep busTmess and industry. ' ^ 

> We believeVhere is merit in asking whether the devotion of 10 per- 
cent of the Qf(P to health care services is too much. The purchase of 
alcohol and tobacco accomits for 3.8 percent of the GNP and recrea- * 
• tion amounts for 6.4 percent. Taxes account for over-20 percent of th(| 
1f>NP. ^ • ^ , . ^ 

It is impor.tant to recocfnize in any disciission about the impact of 
health care costs on the ^onomy that we not Iosq sight of the great 
advances that have charaoterijsed our Nation*^ health care system and 
thb benefits that have beei) provided to our ^ocifety. For example, the 
JffkixpectRncy of Americans ♦^has. increased significantly in recent % 

year< ^ ... a ' • 

Many chij^bood diseases have been virtually eliminated. Since 11970, 
deaths from heart-disease have declined by 25 percent and deaths from 
stroke! have declined by*40 percent. Wliile cancer remains a major 
tlueat, patients are living longer after treatment and many forms of 
cancer, formally viewed as ijnevitably leading to death, are now cur- 
able. ^ ' / . ■ 

The modern niiracle of transplant surgery provides life and hope to 
people otherwise f acinar death prolonjrred hospitalization or a deterio- 
rating quality of life. Artificial hip ioints have Ix^come almost routine, 
relieving over fi5,000 patient#; of chronic pain lasj: year alone. 

New technologies also obviate the need to nsft more risky invasive 
diagnostic procedures. , * 

Senatpr Jepsen, the United States has developed a medical care 
system that is a benchmarlc against which others are measured. We . * 
believe that incVeased yesoilrceg .dedicated to health care is a reflection 
of a maturing and humane society that places increased emphasis oA 
the protfectiOn of its vulnerable population, including the ill ftnc^; 
iniured. ^ 

W^e recognize the need to restrain increases in the cost of health care. 
But we must also reijognize an inevitable increase in the demand for 
health care services in coming yyears. Mr. Shipley has given* some 
statistics concerning the increavsing numUer of elderly. As tne popula- 
tion agcj^, demands for health crfre services correspondingly^ increase, 
and the total cost for providing those services increases.' « 

There are no simple y5olutions to solving the health care cost 
dilemma. 

One solution .not acceptable to the Towa Medical Society is the ra- Jf > | 
tioniufl: of care or cans on expenditures to achieve arbitrary redtictions 
in health care expenditures, We alscf recognize, however, that health 
care services should be examipt^d fm* their cost effectiveneSSL Wo hjtve ^ 
l)een taking positive 'actions to review the delivery of health care 



•services and to.eliminate those heal 
and are not benefiting the public 



h care costs that are inappropriate 
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' » For oxnpiplc, tUtJ&fforts of the Iowa Fpm\Ai^iMi(toT Medtcal Care, 
^ t\\^ plfv'sioiftn orgftni?;ntion rc.sppBeiblo fOv r«mSnving hospital utiliza- 
tion in Towa, have rosultod \i\ sij^ftcftnt'reductions iii hospital utiliza- 
tion for ])at ion ts' covered b;^ pnvat<> insuit^rs. Medicare anct Medicaid 
alike. " , ' 

* Xhis spring? the ToAva Medical Socitetf cndarsed a call by-tlie A«eri- 
can Medical Asswiation for all pllvi<*J|<ns to voh^ntaV^ly frpefee their 
foes for a 1-year |)oriod and to conti^®o to take into account' the finan- 
^rd circumstances of each patient, particularly the unenu)loyed, the 

* f^ninsurpd and those under Medicare— aful to accept reduced fees whei^^ 

warranted. * . . ■ "^^"^ 

We believe cost savings can bo accomplislujd wk^S^utynnecessary 
Federal regulation. Artfey elenicait of current health problA«s is nearly r 
universal coverage of medical expenses by health insuraji/e or govern- . 
nient health programs which has insulated most Amerjfcans from con- ^ 
sidyraUon of the'^cost of medical scrvic^. Many economists have •said 
that this partial is responi^ble for Ihe^ continuing^^fie if^ medic^tl 
(*are costs. ' . ^ . 

To help assess and guide Federal legislative^roposals imfacting. 
on the Nation's health insurance system, the iiMA has developed a 
h!i of principles which spell out poli^ for grmter individual choice 
f ami for incentives for prudent behavior by inollviduals. These prin- 

ciples are at tacMTd to niy prepared statcinent.^ ^ 

Senatoi* Jepsen, we realized that Congress ncuids assistance from 
the public in inaking any determination on hoAv health .care services 
^ should be delivered in this country in the future. To this end, the 
Anverican Medical AssociatioJ has taken the first step by ii\i^iat^ug 
a project to create a future/4iealth policy age»da for the A\nerican'^ 
people. This project is designed to develop a philosophical and con- 
cep(ual framework as a basis for particular action plans and proposals 
that tire responsible to .the particular, social, economic, scientific, edu- 
cationalf and political circumstartces facing health care d?#isions. Some 
details of this project are included in my prepared statement. 

Tn sununary, Tojva is a State with a high ptopor^iou of elderly and 
\ rin'Ml residents. Government noHcv itmst assure, that more, not less^ 

health care services are available to serv(rour increasin«rlv agincr pop- 
ulation, and that access to health care in rural Towa is maintained, 
^ not reduced.' The personal and economic health of lowans depends 
on it. 

We reco,qmize the responsibility of physicians not only to maintain 
access to high quality health care, but to deliver it in a cost-effective 
manner. We hope to accomplish this with business, labori . Govern^ 
ment^ and other intei-ef^ted groups throuHi our individual effbrts^ 
throu(^i the Lbm County and Iowa Medical Society, and through 
» the American Medionl Association. . 

[The -prepared sjatement of Dr, Swaney follow^s:] 

PREPAREn JRtATKMENT OF ROBEilT t^. SWAWBT, M.D. 

I nm Kolu^rf Swnnov, n P^o<Ura1 doctor In famftf^rn.ctJce here In Cednr Bapfds. 
I am cntrontly prentdent of the Lhm Ooutity Medical Society and am here today 
re^^roHotUUig over ft.goe metnb^rg of th*> Iowa M<Mliefll Society. * \ 

Senafoi^ ^ep^on/fhe Towa Medical Society welcomeR the opiwrtunlty fo pnrflri- 
imfo In fortny'M fonun for health care If^BUefi. We note wifh you the jTroportlon of ^ 
the grosR nntlonal product being devoted to health care services how exceeds 10 
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no question that the lioalth rare Rystein hus bo'come n nmjor conipo- 
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Iowa, hospitals and other providers of health care services may 
irce of employnjontand income for tlie local comnuinity. We must 
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re<*offiiize alsoYhat a hlRh quality health care system is needed locally to attrnet 
ami k(*ep business an^ Industry. 

We believe there Is 'anorlt In askinR whether the devotion of 10 percent of the 
GNr to health cj>rc services Is too much. The purcHnsc of alcohol and tobacco 
. accounts for 8.8 percent of the GNP and recreation accounts for 0,4 percent. Taxes 
, account for over 20 pjercent of the ONP. 

It is im|H>rtnnt to recojcnixe In lUiy discussion about the Impact of health care 
i'OHtH on the economy that we do not lose sight of the preat advances that have 
characterized our mition's health care system and the beneHts that have been 
provided to our society. For example, the life expectancy of Americans has In- 
creased from (ift.7 years In 1000 to 74.5 years In 1082, Infant mortality has been 
' reiluced to a record low of 11.2 per 1,000 live births, less than half the ilgure In 
1000. ' . \ 

Through the development of aifd widespread availability of vacqlnes. poilo 
has been virtually eliminated, the incidence of mumps has fallen from o\W 
inO^OOO cases as recently as^'lOOS to 3.285 last year, the cases of weasles has dc- 
cJliied from 481.580 in 1002 to 1,430 In 1083. 

Since 1970, deaths from heart disease hav^ declined by 25 percent und deaths 
from stroke Jiave declined by ^0 percent. These advances have coim through 
ninjor technologjfcal advances Inchidlng open-heart shrgory, pacemakers, new 
drugs, and 42:t*eater^)ubiic consciousness of the importance of pro|>er exercise (iiW 
diet. AVhtlV^ caifcer remains a major tlireat, patients are llvlnp longer after treat- 
ment and nmny forms of cancer, formally viewod as inevitably leading to death, 
are now curable. \ ' 

The modern miracle of transplant surgery providet^ JlXe and hope to |>eople. 
otherwise facing death, prolonged hospitalizatjon, or a ^deteriorating quality of 
life. New hearts are transplapted iiUo 100'^X«uerlcans per year and 5,000 j>eople 
receive transplanted kidneys. In 1088 there w^re 23,(J00 cornea transplants re- 
turning; sight to those whose vision was severely impaired. Artificial hip Joints , 
have become almost routine, relieving over 05,000 i>atie«ts of chronic pain last 
year alone. 

New diagnostic devices such as CAT scanners, ultrasound, and nuclear mag- ^ 
fiietlc resonance have greatly- enhanced our ability to. make rapid and ^nore 
accurate diagnoses. New teehnologies also obviate the heed to use more risky 
Invasive diagnostic procedures. 

Senator Jeixsen, because of past public policy geared. toward the^ expansion of 
ourjrealth care system and the greater availability of health care to more Amerl- 
ca'i# the TTolted States has develoiKJd a mecMcal cure systetii that Is a benchmark 
awinst which others are measurc(k We believe that increased reAourcos dedicated 
tof health care la a reHection of a maturing and hunmne so<'lety^hat places In- 
reased emphasis qn the protection of its vulnerable i)opulatlon, including the 111 
Ind injured. 

We recognize tjie need to restrain Increases in the cost of health Care. Rut we 
mu.st als6 recognize an inevitable increase In^ the demand foi health ci\rc services 
in coming years. We cannot afford to Ignore the fact that between 1988 and 2025 
the total population is projected to, gro\y by almost 80 percent, with the elderly 
"population doubling to a totalX)f 58 million or 19.4 percent of the total |)opulatlon. 
Among the elderly, the group over age 75f will also experience substantial growth : 
<!0 i)ercent of the elderly are now older than ajte 75: and this llgure will h)- 
erease to 45 jiei^cenl Ip' 2025. The ovgr age 85 group will triple from the current 
2.5 million people to t.O million F^Kn^" ^025. Tills subs^ajt^tial increase lu the 
ehlerly popu]|i^ion, which will hcj^Bcularly sIgnfflcAnt In the State of Iowa, 
wiU result in a greater titllismh^^HieaUh care resources. Statistics Indicate 
timt iiKlividuals over age^CQ^re more likoly to be hospttallxe^ than those under 
tly^t a^Q, They also use more hospital days per hospitalisation niulthey visit their 
physician and other health care practitioners moro'^fVeqaen^^ly. The importance 
of these figures is clear, As the i>opulatlon ages, demands for health care services 
corres|X)ndhigly Increase^and the to^l cost for providing those services Increases. 
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• Thfro are no sHiiplc "solutlona to solving tho.honlth care coat " ' >' 

xSm S Stir oSst off.ctltonos8. Wo bftvo b^xsTtnklng twsltK'o "Ctions to 
rovloi Tho delivery of henltii cate Rcr^lces ajid to QlUulnatc tho80 l»o«Uh cnro 
(•(iHta tl»H» «ro liuu>proi>rlate and aro not ftenofltbig the P"Wlc. rior« Mia 

For iScan^ple. ?ho Vrts of tho Iowa .»^«rT'^'\.!>7„Mlwlft, 
lihvslolau orgaiilxsntlon reaponalDlo for reviewing ho8|>ltal utUlzat on Id lowu 
havrrmluoiUn .IgnlHodnt reductions In bosRltal iitlH^nMon for patients covorod 
bv privfttoluwnrera. Medicare and ModlcaldalUce. *^ i„„,. Tkr„^i/,„i * 

T lilH .M.rliiK tl.o Iowa Mojllcal Society endorsed fl call by ^^V'^'^/'-'"''* f'/^'^"! . / 
Association for all physicians io voluntarily freeze tbeir fees for a One year 

?mu^oV/tnu/to take Into account ^ho flnauclal clrcuniptances-Of each . 
Seift J!,rUc«l«rly the unemployed, the tu.lnsurcd, ana those under Medlcate- 

.3 iSS li for health care services they receive. The "early m^rsal , 
coverage of medical expenses by health Insurance t)r government health pVograms . 

Sated most AmorlcUft from consideration of the cost of medical Bervlcos. 
M«»rJS.nlS h^v^^ that this partially Is responsible for the contHuilng ,^ 

' T«''S''ai'ra'?gulde F^lcral legislative, proposals lmpactlljg\on the 
,uuJn.^ftnlth Insurancl system, the American Medical AsBOclnt on ^^Z^^^^' 
"Jed a set of principles ^Vhlch spell ouf a policy for greater l.rtllvWual choice and 
for Incentives for nrddeut behavior by Individuals. ► 

Se Sr T?paci> we realize that Congres.s needs assistance from the public 
makl ranr Eormlnatlon on how health care services should i>«'<»«»y,«7» 
riwr oni" trv In the future. 1\) this end. the American Medical Assodatlon has 

L^. u Urs ste r^^^^^ a project to create a future health l^l cy ag^ 

for the American people. This project Is designed Jf ^'ti' JJ.ii ^''S'^Sw^^^^^^^ 
Moncei.tual franiework as a basis for pnrtlcHl»ir action and plans and proposals 
Hmt are reaiK)"8lve to the partlcnlar social, economic? sclentHlc. e<l«catlonal and ^ 
tiftiif irn) rlmimstniU'OH fnclu*? hcftlth cnrQ decisions. ^ 
' Se tat S of this project, the development of P'-'»;'P»«^ '« r^.^^H «5 
cn'pletlo... and the w«rk groups are now in the process of IdentM^fing Issues a» 
the next steo to dewloplng Action plans to carry out the principles , 

T fa ftfuvltv m-Jolves approilmnSely 150 organlAtlona ncludhig r«pro«entaj ^ 
lives of medio ne. government, nursing, labor, business, the hospital hidUBtry. tlio 
1 ddlc S UcaUh care insurfra. Through this broad-bnsed O'^Kf >**,tlonal '^"^^^^^ ' . 
the An.erlcan Medical Association hopes to he able to Co tgresff w 

V .il.le nrlnolnlfis and working programs for U»e development of a future health 

'Tn'arn^ma^rriowa Ta'^lte with a high proportion of ol^Jorly «nd r^ral rj^^^ 
dents. Oover.nneiU. policy must assure that more, not less. hc« 1th caro servloes • 
,re rtvftllablo to serve our aging population, and that access ^ h««m> carcj^ 
rural Iowa l.s maintained, not reduced. The" personal economic health of lowaus 

'''Tvo"re?ognl^e the responsibility of physicians not onlv to "ccjess to 

hlih nualltv health carel)nt to deliver It In a cost effective maiinor. VVe hope to 
;XSai;"\hls with business. lalK>r, go^;er„ment . 



thro3> our individual cfTorta, through the lown Medical Socity, and through 
the American Medical AsSoclatloiJ. ' y-^-^ 

' 1 BmpJw«i<!>W>i>«<^rw|^^^ growth of employment-based 

group hS#t*"^fe l^^im>ioyQes and th«>lr families ^ould continue to be 
onvSrt*Kfed thtpt^^^^ - 

^18 
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2- :\deqm'ic Beneftti, — Bach health Insurance plan offered to employees shouW 
oontiiin adequate iHftieflts, tpcludln g :m ta8trophlo coverage. Plans which do nof 
have mlequate bcnertts should notlfwilfy for t(|x de<luotj|on as a husiness ex- 
pense tor the employer. ^ ^ 

MultipJd^( hoi(>6 of P/a^w.— Health Insurance plan options, with varying 
levels of coinsurance and deductibles, sholiild be available to employees; accord- 
Ingly employers,' through tat incentives, should be encourajred (biit not required) 
to offer employees a choice of several health Insurance i>lans. Mul(it)le options 
will iMJtter meet individual aij^d family .needs and encourage greater iiullvldtud 
reHiwi.srblllty la wtlU:^tttlout)f medical cure ser\icea. 

4. t)qual Contrihution$.—Eq\m\ employer contributions should be made for 
. health l>en©£lt.plans, regardless of the plan selected by the employee. 

5. Umitatton on Tax DedtwtihiUip of Eopcessivc Health Insurance Premium.—^ 
A limit should bo 'placed on the amount of health insurance prcrmiums paid by an 
employer that would be tax exempt Income to tlio employee, as *Mth life insurance. 
Ihlsiimount should be high enough to provide for adequate benents and should 
be adjusted for inflation. In or^er to discourage over-insufance and **flr8t- 
dollar coverage" whjlch can cause increased d^iand^for care, amounts paid by 
the employer In excess of the limit would be taxable Income to employees, 

p. Rebate ta mniyloyee^.—ln order to* stimulate priident selection- of health 
inpnrauce by employees, employees may receive non-taxable rebates when choosing 
an insurance policy where the premium cost Is less than fhe amount of the 
employer contribution. 

7, Quali^ of Oare.— Employer health insurance plans should assure employees 
the free choice oL medical care servicers. Services should be of high quality. Plans 
should provide iptnparable benefits f^ treatment of physical and mental illness. 

Senator Jepsen. There is one #brd in our society that we would pick ^ 
that: is very key in regards to caring for people probably would be 
the word acce,ssibility, the accessibility to mcdicftl care, accessibility to 
the in.stitution. And you mentioned acCess and accessibility ^esveral 
times, it's frequent throughout your testimony. 

In' both the rural and iirban areas my pfRce has heard, doctor, from 
a number of Iowa physicians who strongly objectto the Iowa Founda- 
\ ion for Medical Care /juestioning admission ^practices. Is it your opin- 
ion that the majority 9f Iowa; doctors wWcome the oversite of the 
Foundation? * 

Dr. vSwANEY. Yes, I think tlje Iowa Foundation for Medical Care 
liHS in general been quite just, and I think that some of the changes 
they brought about, some of the dijcreased utilization; was definitely 
called for. I would have some reservation about whafc is going to hap- 
pen with the now DRG svstem as far as some of that utilization. 
I think it mav bo going too far where it becomes a problem for patients, 
so time will have to t«*ll that for us. We are jiist getting into it. ' 
Senator Jicp^kn^ That's where I havfe heard a lot of complaints 
■ from, and there is a g^eatf need to wOrk together in that area to resolve 
that. ^ 

Mr. Wallace or Samuel Wallace, president, St; Luke's Hospital, 
Cedar Rapids. . ^ , 

STATEMENT. OF SAMtJEL T. WALLACE, PRESIDENT, ST. ttJKE'S 

HOSPITAL, CEDAR RAPIDS, fA ' 

'.'">"". 

Mr. Wallace. Thank you. I appreciate thjis opportunity to be able 
to speak to yon on liohalf of the urban'hospitals, recojipiizing that we 
havo both fficator opportunities and- in Some respects even greater 
clinllen^xps than either the rural or public hospitals. Looked upon with 
pride as centers pf community health provision and education, they 
are often among the larger emj;)loycrs as are many rural ht>spitals as 
a major labor intensive industry. 



215 



But. unlike onr oountorpai ts in othoi areas of business and industry, 
the public oxpceintion roos beyond the optional purchase of goods or 
services to that which touches the very core of human existence, our 
health care. Yot wo must, like all other busihesses, match the revenue 
to th(»expen8os or in other words survive! Tfat simple but expedient 
principle has become jncron.iiiiv^ly. Sifllculi to accqinplish. Witi^ 
{lovcrnincnt-imposcd focused review and the serious limitations on 
admissions, shorter lengths of stay, and forced outpatient care, entire 
inpatient units in some hospit^ils and indeed some whole liospitals, 
even larger oues, have been closing for lack of volume and their spe- 
cialty nat»ire iit the very least diluted % mixing services on othw units. 

It is acknowledged that hospitals had ^ew incentives to efficiency 
under the former cost-plus system of reimbursement other than the 
conservative intcgritv of their boards to save. But a squeeze such as the 
2.4 percent slash in DUG reimbursement for the second year of i->KU 
at tiu' no percent level recently announced by Health and Hnman SoKv- 
icos is too nuicb. • * 

The threat thus becomes one that exceeds. cost and extends to values. 
J Tow far can a private community hospital such as St. Luke's .stretch 
i<.^ ingemiity to avoid the Ultimate drop in quality? At .soiije point the 
diminishing pool of flWtls nnder-budget neutrality are breal^-even and 
an increasing aging population that you heard alwut pi-cviously will 
erode the etltics of the system. That is, unless sufficient support systems 
can be developed linking private ttitiatives with Government pro- 
grams. . " ' i 1 

One recent example of Government assistance to a privately sup- • 
ported service bears mention We are very happy and sincerely appre- 
ciative of the efforts of ypu, Senator Jepsen, and youv staff in lo^^a^W 
sctirce replacement parts for the Tjifeguard helicopter. Exteiidiiig the 
nsefulness of this lifesavincservice is one way in which the Cedar 
Kapids hospitals can help fiilfill their rightful obligations^o the rural 

areas of eastern Iowa. . , , i x i 

It is, in bur opinion, only one way in which urban hospitals can 
help maintain optimal health services to our smaller communities, so 
necessary to the preservation of the agricultural eonomy .in Iowa. A 
recent study conducted bv Donald Cordeaainder the sponsorship of the 
F[^altli Policy Corp. of towa revealed that physicians wore not likely 
to locate in rm'al areas without the backup of a hospital within 10 
miles Currently few citizens in Iowa live in excess of 10 mijes from a 
physician. But with dire pi-cdictions about thp survival of small hos- 
pitals, it is urgent, that thei-e be a supportive urbftn/rural network to 
enable small ho.spitalsto share costly fed^ology, material, and mana- 
gerial resources and to provide a specialty ontrea^Ji. ^uch a network 
now exists with the voluntary hospitals of Iowa abbnt whicjv you will 
hear latvr. It links the resources of the urban hospitals \yrth that of the 
rural sector in a unified' .system which i)reserves the ifidividual hos- 
pital's autonomy. ^' ^ x 

Wo Vould like to see such private inihatives, of which this is but one 
example, recognized by Government as a way m which- cost coi^tam- 
ment is l^eing accomplished without dependency upon the Governm^. 

It is also onr belief that hospitals will need to more fiill,y compromise 
and cooperate, that^ with lower vbluino of patients, qiiabty will suffer 
unless thnt occurs— but the .Federal Governmpnt has not made that 
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eftaj'f^omo Fcdftral antitrust laws thomeolvos hnvo okstvnctod or dc- 
layod such oftortx out of fonr of reprisals such as triple dainni?es and 
jttU sentences. WliildTmost take a philosophic position on this dileuima, 
It would Avoll serve the Nation's hospitals? forlthe Govornmont to 
modify their approach and encourage greater efforts to avoid duplica- 
tion of services. 

I Tho points I tried to uiakeflfre these : Cost contaimnent is relative to 
Anjerican values. Under current Govonnnent constrahits, the urban 
hos|)ita! is finding it more difficult to maintain the high standards and 
rang© of services necessary to those values. 

Regional planning is a must to preserve m\d link the health care of 
rural and urban coi\stitucnoios and one important solution to reduce 
costs, The monientum is building ftff cost containment. Tx«t it survive ! 
I hank you. % ' 

Senator jErdf n. Thank you, Sam. The 2.4-percent slash is being re- 
exanuned, as you may know, as a result of congressional objections and 
there sJiotild bo some^now figures out fairly soon on that^ 

Now, the more rural oriented hospitals. Sara R. Mill(^-, administra- 
tor of tJje Anamo.sa Community Hospitaljor is it Sally ? 

Ms. Saua B. Mtr,LER. Well.' it's both. J^ally is the nickname. 

Senator Jkpskn. Sally is tho nickname, Sara is the correct namo^: I 
am right on both counts? 

Ms. Sv\RA n. MlLLKR. You ttfc. 

Senator .^j^.psEN. I was impressed, as I had a chance to review briefllv 
the yanotts .sections of your testimony, on the depth you went to .in 
getting ready for this report. I am looking forward to it. You con- 
tacted a lot of hospitals in Iowa. 

Ms. Sai^v B. MrrxER. Yes. 

Senator J-ErsEN. You may proceed. • ^ 

STATEMENT OF SARA B. MILLER, ADMINISTRATOR, ANAMOSA 
COMMUNITY HOSPITAL, ANAMOSA, lA 

Ms. Sara B. Miu.er. To effectivel^y .ovahmto the current trends in 
rural health care providers and service-s, we ai-o compelled to look at 
not only the apparent trends, but also the causes and the effects of the 
rural specific dilemmas before us. - 

To acctnatelj share the rural health care position with this group, 
4« liosj[>ital^ under 60 bfcds in Iowa ^yere contacted. Every available 
administrator was aske(\"If you had the opportunity to 'shave your' 
major concerns regarding rural health care and the changing rolo of 
♦your hospital, what would you say?" After compiling the resuJts, it is 
clear that tho primary rural health care and infttitutiona, the com- 
uMinity hos^ntals, have a statement: The trend, if the hoalth care 
inoocRs continues on its current course, is not only a decreased utiliza- 
tion of rural hospitals, but also the closing of many rural acute care 
institutions^n our State. 

Rural health care, hospitals md^r 50 beds, have lH«en a significant* 
social and economic factor in our small comiminities^often not only 
the health care provider, but also tho^. 1 employer. Hospitals have ' 
l)(^n the center for community pride, programs and outreach. His- 
lyrically, rural hospitals haVe provided care at lower rates than their 
urban counterpart. The community hospital has had a family life 
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I>vo(M>ss fcKMis — fiom birth to (lo?ith> ,\vith ^nuiny gonoVations of the 
same fimiily beinjr served. This institt'ition is in jeopardy. The quality 
and (li^i^ity of each and every one, of the rural hospitals is at risk. 
' It is the opinion of many rural health care providers that tjie cMirrent 
(iiuinriarnolicies of our (tovcrnuient are the prinuny influenee in the 
rund health eare policies, lluit fiinmcial imliries are indeed dielatinp; 
health care trehds to the eXt^ent that some hospitals mav close, 

The impact of the Prospective PttVjfnent System Is clear in all health 
care institutions lar^e or small, Iti^influence is certainly evident to 

^ • ftll of us every day. However, the rural hospitals have several "rural 
s|)eeific" disadvantaj?es that make the iu^pact of the hew Medicare 

^ - *teindMir.seinent syst^m overwhehninfi;. Fii*st, proportionately thei^ is 
' » a clnsterinpf of elderly in riw al conummity hospitals. Urban centers 

* oftf^n raninfo from 25 to 30. percent Medicare patients. In Anamosa, not 

unlike other rural communities, the Medicare percentage, averages 
ftl>ove flO percent. Obviously changes in Medicare i*eimbm*sement eftect 
tKo financial statement4i of nu*al ho.spitals nmro dramatically than ^ 
hirjife hospitals. 

Second, Medicaijo leimbur.ses rurtjl hospitals differently than urban 
hospitals. Although the ,system is the .same, the actrtal iTunbtu\sement 
is substantially less. The labor compohent of each DRG in rural Iowa 
is '25 percent le,ss than the inban labor compomMt, The nonlalwr rural 
coinpohfnt is 54 percent less than the «4i™>'^ban component. In the 
nmjority of the State of Iowa, the ruralnospital is competing with 
the urban institution for labor. Alfliough one might -argue that the 
lahor component should be less based on the less technical aspects of 
rural health care, there no justifiable reason for such a dijjstically 
different non-labor component. Tliese differentials are compo»iinded 
when DRG per case reimbursement is calculated, 26 percent less labor 
component ; 54, percent less Uonlabor component. 

'J'hose stati,stics graphically speak to tho'^'ural health cnro trends in 
diminished reimbursement for our hospit^tls. 
t. Third, there are several bther inequities in Modicnrie reimVui'sement 

for tlie rural hospital. For pxamplo, the rural hosoital has tradition- 
lilly been the transferring institution for advanced care and suoport ^ 
TJiider tlie Piospect ive Pricing System, the transferring hospital loses 
substantial dollars in transfer. Tt would appear that several hospitals ^ 
are losing- $1,000 in actual cost each time they transfer fi cardiac 
patient, ft would seem tJmt rural hospitals are being. penalized for 
doing their job, 

Indeed, most rural hospitals have .the opinion that the Health Oare 
Financing Administration would like to* see them close. Correct or 
incorrect, this impression is given to small hospitjjfls. It is a sad state- • 
meiit" reflecting health care trends. 'JThe reimbursement figures are . 
^ ' cbnngjng ri^o quickly than budgets can l)e adjusted. The 2.4 percent 
decrease in mnd^ursement has only served to reinforce all -the concern^ 
over the PPS; it is held up as the example of negative change oven* 
whicb the rtnal hospital has no control, but under which it must func- 
tion. T'ho fiscal integrity of HCli^ becomes more questionabje to rural 
health rare administration with each change in the ^eimbursetnent 
A. inecha^iism. , . . 

There are many positive^rends in rural health care — toward educa- ^ 
tiou, home health progn^ms, vohuiteerisin and renewed conununity 



ERLC 



' 218 . . 

activiti<\f(. Howwar, tlioso tvon<^s m\\ stop if we lose om* rural hos- 
totals. Tl^ero will be no hospital-basod welfi\css pi ograms, no hospital- 
based hoJnc health plarfs, no nofv health care services, no mobile oi- 
shared services, no patient education programs, no couununity cardiac 
rehabilitation, no rural prenatal classes, no now physicians, and very 
few fuU service emergency care centers. Wo wuT"4^ivo allowed the 
^ focus oi our health care to be dictated by incomplete ix^imbnrscment 
, programs that dkrnbt fully or adequately address i^irarhealtlfi care 
needs. Rural, health care providers and cojtisumers must begin now to 
create* a Survival health care atmosphere for the physical and social 
well-being of rural Iowa. Thank you. 

Senator Jkpsen. Thank you, Sally. Does your hospital participate 
in the so-called swing bed program ? 
' Ms. Sara Mii.ler. Yes. 

Sonftt-m- Jefsen. As you know the («vornor!§ Committee on Rural 
He(i,lth Care designed tiro swing bed;-procram as one of the w^ys to 
help nrnil hospitals to meet the needs or the community. However, 
some of the niirsing homes question the need for lAich a i)rograui. * 

Would you favor requiring a hospital to o1)tain a certificate of need 
as a preciondition for participating in the program? Or do you want 
to submit that ahswer m writing later on? 

M». Saha B. MiLLEit l guess 1 would not favor ccfrtificates of need. 
I think in the rural setting that w^e have to realistically look at what 
swing l)eds incan and define that, ajjd if we are goi^g to be in a long- 
tejr^n facility r^jile, we need to admit that, say that's wliat we are doing. 
It isn't a good nealth caie practice to be competing and not admitting 
it and \lealijtig with what kiiid of care you are doing. Actite care is, 
different than l^ng-term care. ' 

Senator Jeps^n. What's your position on the prospective" pa'yment 
• system? Can it best be described as strongly opposed, mildly opposed 
or supportive as long as changes w^ere made in the urban-rural' 
distinction? 

Ms. SapaT^. Mhxkr. I would say strongly support the change in 
. the system. - - ' J ^ 

Senator Jepskn. If it ^^;a»changed, you strongTy siipport the system? 
^ Ms. Sara B, MPiller. I strongly stipport the system anyway. I would , 
like to see it changed for the benefit of the rural hospitals, yes, 

Senft%>r Jep*:n. ThTrnknyou. Mr, Levitz, assistant dim^tor, Univer- 
sitjLnf Iowa Hospital and Clinic. You may piweed, sir.^^ 

STATEMENT OF OAEY St LEVITZ, ASSISlh^^fT TO THE DIRECTOR, 
tNJLVERSITY OF IOWA HOSPITALS AND CLINICS, CEDAR RAPIDS, 
lA, PRESENTED ON BEHALF OF |OHN^. COLLOTON, DIRECTOR 
OF U|nV£RSITY OF IOWA HOSPITALS AND CLINICS AND ASSIST- 
ANT TO THE iJNIVERSITY PRESIDENT FOR STATEWIDE HEALTH 
SERVICES ^ 

Mn LKyrrss, Thaiik you very much, Senator Jepsen. 
. Because of a preyious conunitment for this aftefnoon, John CoUo- 
'ton, director at Univorsihr Hospitals, cannot l>e here for this hearing.* 
Ho does share with youfand those who are here today a concern that 
' the current focus on the costs of health care does'not overshadow our 
desire to assure access to quality health care for all our citizens. » 
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Yon ask ^Vlltow aro wo solving the probleH^j of cost, acov*B, and 
quality?" I applaud you for your consideration of the intcrrolation- 
ship among those oloinonts* However, th)orc has been an intcnsiftcation 
in the dcbato over how l)ost to control what many l)elieve to l)o alarm- 
ing growth in h(Milth care spending, without appropriate attention 
to the impact of pro|)osal8 on access and qtmlity of health care pro- 
vided. In this context, the inijportant rol?) played by the academk-- 
health center, the teaching hospital, must be addressed: 

r The ncAvly enacted Medicare legislation cRtablishing a system of 
paying hospitals at a nrospectively determined fixed price based on 
the classification into (liagnosis related groups or DKG^s is a major 
effort by the Federal Government to control its health care costs and 
will have a major impact on hospitals across the country, with serious 

. implications fot* teacl\ing hospitals ond academic health centers in 
particular, as I will now discusb. 

Studies on the impact of the Prospective Paym^^nt System will bo 
conduct^od by irealth Care Financing Adniinistration and the Pro- 
spective P(\vment Assensment Coinmission, a 15 member nationally 
represented I)ody, In Iowa, we are fortunate, that John Colloton is. a 
member of this commission. There ar« n number of concerns that 
should bo ftpectflcally addressed as these studies *are performed and 
re|)orted. 

The first of these concerns is for the recognition of teaching hos- 
pitals' societal contributions. Colleges of medicine and teaching hos- 
pitals arc the prodticers of multi|>lc' products that benefit not only 
the individual patient, but society as a whole. These products include 
medical and otlier health science education, new tecnholoffy testing, 
clinical research, substantial amounts of chimty care, highlytspecial- 
ized services, and extensive ambulatory care f^rograms, usually oper- 
ating on a subsidized basis, GtiJO^rfUiw of thepe multiple products 
which arK vcriiad ' bocictai contrlbunons," necessarily results m higher — 
costs that must be reflected in tMChihg hospital patient charges. Ob- 
viously, the teaching hospital payments under the DRG system* if 
they are to bo ecjuitalble to sustam generation of the societal contribu- 
tions, nu!st be differentiated from those paid to a community hospital 
which does not incur these costs. Fortunately, this need, to a certain 
extent , 1ms b(*en recognized by Congress throupli the direct educatiduAj 
cost "pass-thro<igh" and tl^e indirect educational cost factor adjust- 
ment, , 

Eyon though the higher costs experienced by teaching institutions in 
providing a brqad array of ^sociejial goods aVe recognized by the in- 
direct edu<*«tional cdst allowance, we believe that tlie conHuuity of this 
cdueut ioiuil cost jidjustinent isin^j^^ential jeopardy Wause it is out in 
tlu' open U'ithout a solid formula tocofltinue justification'of its exist- 
ence. Without the indirect educational cost adjustment and continued 
participation by tbe Medicare Program in payment for edu national 
progi ams, teachinpr hospitals would liave major difficidty in*Jnaintain- 
ing highly sdphisticated patient services and teaching* program^ for 
the training of residents and the replenishment of health peradSinel 
essential to the staffing of our conununity delivery systems in future 
years in order to assui-e accessibility of bur citizens to quality health 
'Cfire services, , ^ * . 
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At i\ys present tlmo^ the DRQ'b, thoms^vce, do not conta^h an adjust- 
nu^lit for severity of illness. This is another concern. This problem is 
addressed Uirough proxy by the indirect educational cost adjustmeut> 
It is exj)ected that teaching b6sgitals ti*eat a patient caae'inix oont^iin- 
ing a high volun\c of niowr Reverely ill ratlior than less severely ill 
patients within DRO's am tliese hospitals will face great difficulty 
without some kind of adjustment for the severity of these patients. 
Leaders in academic ht^alth centers and univeraity toaching^ hospitals 
are ap[>reciative of the congressional recognition of the seventy of 
illness issue as part of the indirect educational cost adjustment and 
believe this adjustinent must be maintained until a severity of illness 
adjustment is incorporated into the DRG system. ^ ^ 

Another concern focuses on the continued support for technology 
growth. The Medicare Program has allowed only 1 percent adjust- 
.ment for new technology iinder TEFRA, and beglnjling on October 1, 
1986^ any new technology incurred or acquired by a hospital must ^ 
aovered in the DRG rates. With this major downward adjustment in 
payment for new technologyr Government has begun to limit the fu- 
ture growth and development of the health care systenv- While I am 
in atonement that unnecessary du]>licAtion of services should be 
avoided^ caution is ad^jised in applynig an arbitrary standard in an 
effort t6 reduce duplication that mliy also, thwart technological 
vances wUich will ultimately benefit our citizens. - * . 

The proposed rules on the second Medicaid prospective payment 
year published in the ITuly 8, 1984 FMeral Jlegister describe several 
potential clianges in the iSoimbursement system. 

The propos(6d rules recommend that the outlier criteria be irtcreased 
and outlier payments decreased. I Strongly oppose HCFA's proposal 
to increase outlier thi-esholds and reduce the percentage of outlier pay- 
ments after less t])an one year's experience. Tl\e 'diAgnosis related 
groups are a patient class^pcation system containing only 467 cate- 
gories. As a result, much of the information on the clinical needs of 
the individual patient is lost. Outlier payinents need to be maintained 
at their current level th/>ughout the phase-in period in order to ade- 
quiately compensate- hospitals for atypically expensive long stay^ 
patients. - 

HOFA plans t^ reduce case mix weights by 2.4 percent on the as- 
sutnption that increasing case mix intensitv is solely^the result of im- 
pro\^d coding. Along Vith Sam Wallace, T strohgly recommend tJ|j^t 
the case mix weights he i^A^ied at their original vabies until a coin- 
prohensive and ot>jectiveTis8essment of the DRG weights 1ms been 
conducted. ' 

HCFA^s proposal to allow cost outlier ni^ments to tinnsferri|ig 
hospitals is desirable. Present policy prohibits outlier payinents to the 
transferring hospitals for patients who are day outliers or cost out- 
liers. The transferring hospital .should l>e allowed to receive cost out- 
lier payments. " 
. Before us lies tl^e complex p^roblem of health care financing which 
calls for the adoption of a long range strategy wliich should be the 
result of consultative study. The Medicave progrimi is but one elemenl^ 
in the mi!»dical ctire markotplAce, and any reforms adopted* for Medicare 
mtist talc<^ into account the retfitionships among the other diverse com- 
poneWts; involved. 
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At the national IcveK there is a nood' foi; an oqujtahlo finuncfng 
nuThani.sni for lioaltli oaro Uiat guarantoos a/ccss id quality' liealth 
services foi' all ,AtH(Miran8 and the nmaintonance of our teaching? xxnil 
natirnt caro initiativoa. TIk^ real oroblcm before us today is to estah- 
\\^\\ a frame work through which W(<^ may eolleetively develop an 
riTertive and ellirient luecTianisin to plan^ provide, and pa^y for health- 
services and educational proffranis. The prin)e resnonsibility for the^ 
leadership essential to the estahlislnnent of finch a iM^deral policy rests 
with the executive branch ancKhe OoufyreiBS. A national policy on 
health care financing reform is long overdue and critically needed to 
lend direction, tunty, an<l su(*cess to llus system, i ' 

Tn conclusion, Senator, the ostabliahnient of a iiasie prifloiple that 
calls for alrphiyers to pay their proportionate fair share ojF the costs 
of caring for thb^poor and aged until a national policy is enacted is 
critically needed, at this junctiu'o. 

Thank yoti for the opportunity to spea4c today. 

Senator JwrsKN. Thank you for your testimo^iy. Do you fecKthat 
the financial responsibility, to quote you in yoiu- conchtsion, "for health 
eare,that guarantees access to qualify health services for all Americans 
and nmintenance of our teaching and patient cai^ initiatives,*' would 
primarily cojne from the FederalleveVf 

Mr, Lkvitz. The res])onsibility foi* the leadership (jlearly. However, 
lis Won are aware, you mentioned in^our opening statoineht, the health 
system it.^elf is complex, and iintci^cfSts ot the provider, the interests 
olf the insu):e<Js, businosa, labor, manajgement, the consumer needs to bo 
c<insi(lered, and eac'h one is equally responsible and each one partici- 
pates ^equally in both the problems 6i the systeiriPbut also in the 
strengths of Uevefoping the /system te a point now where it's ixjcognized 
as the be^t medical system in the Avorld, Ix^adership should come from 
the executive branclji, from Congress, with input from other ponps as 
needed* , 

Senator Jkivsen.^ So your i^esnonse was tiiat leadership shoi\ld come 
ti} H(»ek to find these answers, but you are not saying that financing 
should come from there just Avltliout study and so on. So people, do, 
.and I nm a little confused here Avith yotir statement. You say tnere is 
a nc^ed for an enuitable financing mechanism. 

:Mr. LKvrrz. Tliere is a need to asstne that the financial needs of 
hospitals, of academic health centers are met. As part of this need it's 
important that all l>ayers, of which the Federal Government is one, 
provi<le. their fair share of t)ie coats of proviijing ciM*e in the com- 
nuu)ity. • . . 

Senator Jkphek. Jtist curious now, another question : What is the 
Federal (lovcrnment's fair share and what^s the State j^j^yCrnment's 
fair slmre, what's the local government's fair share? 
' ^iw LEvnz. AVell, at the curix>nt time tK(\ DRG system and the 
l^Il^4licare cost reporting principles, plus the recognition on the part 
of other payers that health care costs have l)een increasing, Avhat's 
hwu hapi)ening is that each payer has been trying to accomplish the 
best rate possible with a provider or group of providers, not neces- 
sarily recognizing the costs of poviding care for other people, like the 
costs of dun itv care in the comnmhity, the costs of teaching programs^ 
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Wlmt wo ar(y proposin^f^ wo rocoinihcnd that yon consider, are ways 
in which thcso costf? arc i-ecognizcd or f nndod in a way that assures 
tho stability of those hospitals, while at the same time al4owing thorn 
to bo competitive on a coat basis with other providers. Wo do recog- 
nize the need to keep hoalth care costs down/We do recognise the need 
to a^^Snre that lienUh care is provided in fho most efficient way possible 
and ht tho lH\st dollar value. On th6 other haiul, nil payers should 
recognize tho need to fund the contributions that aoiidennc health 
conterK and conununity hospitals make. ^ 

Senator Jkpsen, I thank you, Jim Tinker, administrator, IWercy 
Hospital, Cedar Rapids. Y(hx may proceed* 

STATEMENT OP JIM TINKER, ADMINISTRATOR, MERCY HOSPITAL, 
r CEDAR RAPIDS, lA , 

Mr. 'PiNkER. Senator Jepson, distinguished colleagues * I appreciate 
the invitation to be h\^ro and testify this afternoon, Wft haV^e heard ^ 
?rom the physician, statement from the urban hospital, rural hospital, 
research and teaching institution, and wo will hear from the nomo 
heaHh provider, I thought in the increasingly competitive market- 
place we ought to hav© a word and somebocly should say something 
about the interest of the patient. 

Five.dAys, let alone 5 inimites, is hardly time to provide you with 
tho most rudimentary outline of what I consider to l)e ^>rofomid im^ 
plications for the delivery of health services and which I believe 
coidd very easily result from the current competitive, economic, polit- 
ical and simultaneously regnfated climate that's facing hospitals in 
Iowa and across the country. 

Lot me state at first, that hospitals 'are responding to public and 
private, c(insnmor and third-narty payer, to business and Government 
pressure to control cost^s witli a responsiveness that has frankly sxtv- 
prised nwst of us that provide care for our State's ill. While reducing 
costs is hardly bad, the speed and tho direct results should not only 
surprise, but Irighten, those who have asked us to do it, 

I think what's being said is that providers respond to incentives and 
are Avilling to follow policy direction; that providers are really no ' 
different from other people and other institutions in society. And that 
while the new^ompetitive market strategy will reduce costs, we better 
Ijmke sure that they are incentives to maintain quality fcatmes and 
• values, as Mr, Levitz said, that has made the American Iwialth care* 
system the finest in the world, 

'Tn si)ite of the plaudits, pied pipers and charlatans, health care is 
not a commodity to Iw bartered and traded in the open marketplace, 
and oven if flmt were devred, it's not possible to sell stahdardized 
appendectomies, gall bladders, or cardiac catheterizations. It is neither 
desirable, nor morally responsible, to barter in tho opoti markctpla<Jb 
with the health, indeed the very livei^f of our yoimg people, with the 
increasing higher proportion of elderly in the pppuTatioh, oi- with the 
rest of Us who fall someplace in between. To do sd would requiixi trans- 
planting Solomoji into the bureaucracy, or elevating tho care givers, 
the professional people^ to positions that until now 1 think only God # 
ooidd assume, . * 
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Tho hospitals, nncl indeed the physicians Jmve listened to the con- 
cerns for cost containment, to the concerns *Qf people for affordable 
health (}fiii^y and luicd to cut back exixmses. Meixiy Uospital's opefftUpg . 
budget decrejused for tho first time since Medicare in 1(M}6 was started 
by 7 percent last y^aV. More than half of if^H" surgical procedures that 
we perform- wc» arc performing about the same number this year. as 
last year—are now done on an outpatient basis. That^s an incr^^ase from 
1980 of fllK^ut 17, 18,perccnt to just over 50 percent now. 

Wc have, asHuive our connteroarts in Cedar Rapids and across the 
State, reduced our staff, cut baelc on our training programs, and re- 
search relate\l expenses, eliminat^od many of the intangible elements 
of eare, and streamlined our operation in ways that no other so-called 
industry in the country luis tried- We hftve done it with no small dif- 
licult V and with great misgivings for the loss of a i)ersonal, identifiable 
interest in o\n' patients that make our locaUiospitals respected com- 
munity resources. 

May 1 suggest, thei^fore. Senator^ that yo« begift to apprise your- 
self aiul your staff, ami yoyr respected collen[gues in the Congress, of 
a mounting and palpab'le resistance to these actions among the re- 
cipients o'f health care. , , J 

Oiy^ needs look no further than the editorial pag^s of our State s 
. newspapers to see the outcry against those that fcasuUly treat the lives 
oi? employees and constituents with bureaucratic abandon, which I 
predic*, just as sui ely as a kernel of corn pushes up through the soil, 
will blossom forth info open hostility and i^esentmcnt. 

Wo have, becatise we have, entered a new era of medical com|)cti- 
tion, been forced to turn prftients ou{ of a hospital with a callousness 
which tea48 at the very caring fiber of tlu>se who know better— the 
doctors, the patients, the pharmacists^ the nurses, the therapists/These 
actions save nml^ey, perhaps, but fust as surely these actions breed 
contenu)t for* the Vulemakers. We ^lave created expectations among 
older Americans for good quality health care and health services, for 
seVuritv and comfort, for trust/for foith. Now T think the dawtving 
of disilhisionment con oulv lead to darkness and discontent. 

^Vlint are the imnlicntions, f^enator, of reguh^tiom? which, in an^ 
ntten^pt to control costs, send elderly cataract patients home from the 
outpatient surgerv facility in less than a day^ with no conflid<5ration 
of who will pro.vide that cani wlJbn the elderly patient arrives at 
hon^e. eyes bandaged? Or who will! assist the elderly male who'must 
find the liyathroom at 4 a.m. wheh lt\s prostate calls^? What, Senator,^ 
for a program4hat will not pay for thcimost functionally iisoful wa;y' 
to repair -^fttaiiicts. tlie intraoccular lens implant, if the patient is 
hospitalized, but will pav it if the elderly person is healthy i^nough 
to have 1 day surgery? The statement implicit in this policv is that 
only those that are healthy are entitled to the best care. That, Senator, 
is a valtie ludgmeiit I ain glad that we in the provider sector dwi't 
have. to make, and from a.11 indications I think hospitals throuf ^ 
the country are refusing to accept the l>lame for such policies.^ 

Or, Senator, for payment' policies that mjvkCit more lucrative tijWlse 
yesterdav> tetMmiflj^^^^ ^o^' the repair of certain hip fractures, but 
financially un^tractlvt to employ more sophisticated techniques such 
as joint replacement . The effc<;t *of such. policy is that hospitals and 
physicians will be rewarded for repairing^broken bodies!, bjiit wfe will 
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bo unable to continue t(S improve the quality of life for our eldoFlv 
citizens. . . 

And Vho authorized the QoveVnment prografus, Senator, that |-e~ \ 
(|une hospitals and physicians t^ heal compintorized diagnoses and - 
Ignore the patient as a living, feeling human being? mat />f the 
elderl)^ man admitted for treatment of a stroke and who, in the pro(»oss 
of testing t\iat accompanies every hospitnl admission, is diagnosed as 
also having a- tumor of the bladder f Are you and your colleagues 
aware, Senator, that for that particular problem we have to send a 
patient home nt loasijX day> or if we treat him for his bladder tumor 
i^e receive Mft^ay ? It's npt easy to explain that sort of OHvellian logic 
% the familyahe patient, the physician, or even mysell 

IVferotHosp^tal has had less than 2 months* experience with the neAv 
UH^G, diagnosis rolated group prospective payment vSystem, but there 
have been already sbme noticeable changes,- 1 expect desired Iw some, 
certninly fe^^red by others. Lenjijtli of stay in the hospital is decfeasing: 
Physician resentment is increasing. Our stafl^—trained for many years , 
to administered care bv standards developed in a more caring era,/ 
ahd certainly one which cared more, for medical excellence than the 
dollar— our ^(iff is confused, Senator, and I would hnVe to say, if I 
could tivSe one word\ distraught. ' 

We knoAV better than to do everything we have been told to do, and 
1 bclieA^e that our patients know our actions are tJeing directed from 
otitside the hospital, " 

The implications of competition in the health marketplace are 
mixed- We can cont^iin costs better if avg add one hyphenated word 
before competition— cooperative. Cooperativc-compeJtition — a phil- 
t)sopliy of competing in ai^as/ generally far removed from the bedside 
so the patient is not compromised btit cooperating to avoid inappro- 
priate utilization of expensive high technology and personnel. 

As you listen to the testimony delivere^d today, I believe you will 
near real and honest concerns fbr the chaiiges \>merping in the health 
delivery system in this region, in thl^ State. I also believe you will see 
early Judications that youi' constituency is becoming restless as a 
result of what they perceive as a Jnck of concern wi the part of rule- 
makers. ' ' ' I 

Tl^e implications of the administratrion's competitive market strM- 
egy are clearly mixed. Will our systehi of health care become one in ' 
whiclvonly the wealthy can affordi^e best, the latest, most sophisti- 
cated We ? Will our headlong rush ta contain costs be at the expense of 
thte ^>oor^or as was recently reported in the Des Moines Register, at the 
expehse ofihe medically inarticulate f^Is it possible, in this era of fl- 
hancial imperatives that a two-tier system of health cai:e will be created 
in which the Avoaltby and articulate consumer can demand and pur- 
chase care quite differertt from the poor or from the less articulate, or 
even fi'om the average American citizen? 

If I see hopcj Senator, it's because I believe the health cai*e pcn- 
diilum has swang about as far as it can* I hope that a competitive 
marketplace will eventually i^eturn that pendulum to a moi^e central 
po.si(ion and to the values that distinguish health cai^e in pur society— ^ 
a reverence for life, a compassion for, human suffering, a concern for 
the ill and injured in a peiwnal, identifiable manner, and for a health 
system that provides equal access to All Americans for good quality . 
healtji care at affordable prices. v 
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Thank you, Senator, for this opportunity to testify on behalf of 
'the Sisters and patients of Mercy Hospital and the patients through- 
out Eastern Towa. We feel strongly about the cost and quality tmde- 
olfs Ave arc being forced to make and 1 would l)e happy to speak to 
your full conunittee hearings with details and specitic examples such 
as Jody and Julie and tliin provided in yoiu^ earher paneU Thank yo\i. ^ . 

Senator tlEPS^x. I thank you. I thank you for your candid import. 
ThatJg what we need, l^on't pull any punches. I also note that, as 
^everyone lias heie, we talk about access, ecjual access, and you may well 
^ be called on to speak to the full committee hearings on this, I would 
recoiiunend it, ' 
Mr/fiNKEH. Appreciate it 

Senator Jkvben. Mr. Muonchow, executive director of the Public 
Health Nursing Association. AVelcome, you may proceed. 

STATEMENT OF JUDIE MUENCHOW, :^XECUTIVt: DIRECTOR, VISIT- 
. " im NURS£ ASSOCIATION, CEDAR RAPIDS, lA 

Ms. MuKNciiow. The fir^t thing I want to j^oint out, Ave hTme F 
clumped our name to the Visiting Nui^se Association. ^^-^ 

The Visiting Nurse Association is a voluntary, honprofit 'corpora- ^ 
tion. The services of the agency are available to all, oased on need 
rather tlian ability to pft^. The agency is supported by Xinn County 
Health Center fuiids, iTnited Way of East Cential Iowa funds^ and 
fee>s f i*oni pktieiUs which ai*e based on actual costs. Some of the patient 
fees are from tj\ird partv vSources, sources such as Medicare, Medicaid, 
«nd private insurance. Having been a part of Medicare since its in- 
ception in 1966 the agency has grown up Avith th? program. 

Currently wa are faced Avith a multitude of choices. Rising hospital 
cdsts have p Wed heavy emphasis on home health iis a less costly al- 
ternative. Fiffther, this ennphasfe^has created additional regulations 
governing the pi^ovision of multidisciplinary home health services* 

In order to fully grasp the compi-ehensive nature of home healtli 
care one needs to begin reviewing the process beginning Avith dis- 
charge planning. In theory, |ilanning for discharge must begin at 
the time of adnussion. In fact, preadmission planning is pei^haps the 
ideal way to insure snmoth transition from one level of care to another* 
Knowledge of available resources within and without tJio institution 
is essential. Onen communication betAveen leA^els of cai*e in necessary ■ 
to. insure remdar evaluation of the planninflr process. Involvement of ' 
patient and family in the entire process is .liki>^AMse a critical element 
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Hon)oliealth care bv its nature relies hoavilv on well-trained pro- 
viders Vrlto are available to persons in need. Collalwroiive relation 



V er|c 



ships between physicians and provider organizations are imperative. 
Tho usoof nurse nractitionors in rural nndercorved areas is just begin- 
nin«r. TJeimbui^sement for their services is still IwMng discussed. 

When T talk of home health services T am referring to the full gkmut 
of possibilities: Nursing phvsiral therapv, speech therapy, m^cupa- 
t tonal therapy, medical social services, nutritional, therapy, and dur- 
able tnedical equipmit^nt. Additionally there are pharmaceuticals, sup^ 
plies, homemaker/liotne health aides, andxhore services. As we know, 

tiot all of these services are reimbursed by thiH party payers. Cur- 

• . /*' 
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rontly the nonprofit/ ftnd govornmont sector through local tax and 
chari'tv dollars provide sojno services to pcriiftns unabe to pay. Thero is 
a tiWd for hospital based agoncio^ to secure local funds to al^o pro- , 
vide these "free'' services to low income persons. For some time it has 
been evident that "Medicare only" providers are not able to continue 
operation without the infusion of other types of reimbursement. JNo 
mfttter what the auspice, voluntary nonprofit, government, private 
nonprofit^ hospital or nursing home based, or proprietary, the fre- 
quent changes in regulations governing home health Care affect us all. 

One of the ways organizations can assure continuation of their serv- 
ices is to consider forms of joint ventures. The July issue of Canng 
magazine, a publication of the National Association for Homo Cai-o, 
addressed itself to hospital-home health relationships. The variety of 
authors looked at partnerships, separate corporations, mergers, con- 
tractual arrangements, etc. At the root-of all articles was a concern • 
• over antitrust. . / '■ -i. *i * 

' Generally, antitnist laws prohibit restraints on competition that 
are unreasonable. Some restraints, such a^ price fixing are viewed as 
anticompetitive and thus illegal. Courts'|)ften use a "rule of reftson 
analysis examining the purpose of the parties and the' effect of the chal- 
lenged practice to determine whether it actually places an unreason- 
able restraint on competition. A court may find that an illegal tvmg 
arrangement exists Avhen a seller sues its market power in one product 
or services to force a buyer to purchase not 'only the item he w^nt^s 
but a second, separate item from the seller. Thus, exclusive referral 
contracts between home health agencies ait^l hospitals ma v appear to 
the court to have an adAi-erse effect on competition T^thin their market 

ai*ea. » , 'rt.»r^'\. j 

The recent Supreme Tourt decision in thh Jefferson Parish Ihstrtct 
No. 2 v. Hyde case held" that an exclusive Q^jntract lx»tween a hospital 
and a group of anesthesioloirists does not violate the antitrust laws. 
The East Jefferson Hr^pital had a contract with Roux and Associates, 
a professional medical corporation, requirinir that all anesthesiological 
services for the hospital's patients be performed bv that firm. Dr. 
Edwin O. Hvde, a board certified anesthesiologist with privHefires at a 
nearby hW^ftal, anplicd for admiasion B the medical staff of East 
Jefferson Hospital. His request was denied. He then claimed the 
exclusive contract violated antitrust laws. Tlirou<vh multiple appeals 
the case was finally heard by the Supreme Court. The Court reviewed 
the impact of the exclusive contract on two flrrounff. The <:onsumerR of 
medical services and the providers of anethesiol(^gical services. I he 
Court determined that no .showiuflr of an aetiml advei-se off^cf nn com- 
petition had been made, and that there was no aijititrust liability on . 

this ground. , , J . ,1 

The effect of the TJyde decision on home health aiwoncies and Hos- 
pitals negotiating the exclusive con tracts 1s in Iwtih the area of tying 
arrangements analysis and the rule of reason anal.tsis. Tt api>oars that 
inpatient hospital "services and home health sorvic,^s would be treated 
as two legally distinguishable services for purposes of antitrust and 
analysis. A liarty att^icking an eicelusive avrangcifdeht between a hos- 
pital and a home health agency would have to shj)W that the hospital 
• has substa#ii1 market power, in the provisi9n <^f inpAtiettt BCi'ims — 
«n« that the hospital uses the market power tj) coerce patients to _ 

\ 
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ol>tain homo hmUh services from ilm cli^ajpiatod agonoy. A hoafpital 
and lu)ino health agciKjy contempUtting an^ohmive oontract also need 
\o con.sidor >vhctlicr the contract will ciH^ato an minmsonablo mstraint 
nn coninotitioij under tlio.vulo of reason standard, A party attacking 
- I ho exclusive urrangcniont Wwoon a hospital and a home health 
Mgenoy must i)rovo that the contract in\posiMl an un^^eufionah1o re- 
straint on trade, > 

In view of the Hyde dwnsion it seems inipei-ativo that Congre^*? 
cotisider Icgislat ion tliat will allow joint ventures to prevent .spiralling 
homo henltn costs and at the samo tinio inanro available services to 
persons entitled to and in need of such Services. Thank you . 

Senator Jfivskn. I tha!\k you. So T am clear on the effect on the Hyde 
de(*ision, you say that it's, presently affecting your plans to enter into 
a contractual arrangement with<:?t. Luke's Hospital or could possibly 
affect the arrangen^ents with St. Luke'e? « 

Ms. MuKNcnow. There" is tliat possibility. In Utah recently thi^ 
alifTereht groxins, a physical therapist who had a privately owned 
corporation, a hospital, and a homo health agency > joined together to 
form a separate nonprofit corporation for the provision of home 
heahh services in their community. Thht was Salt Lake City, TJT, 
AnOthfcr ffroup in that ait*a has challenged that ^rran^^ment on an 
nntitru«t T)asis, saying that by those three groups joining together, 
(hey had taken thei^dge of the market because they are the larger. As a 
group together, three of them become the larjjest providw in that area. 
The case hasn't been throujii the court, so it hasn*t been teste<J yct^ 
but I tlnnk legislation is necessary. More in the area of looking at com- 
petition from the home healtli prospective, otir*futui^s look prcAty 
ileak. In the small areas such as Iowa, with hospitals «ioving into the 
home liealth arena, it closeiS referral ^ouwes to us foir one tninjsj^ and 
second, the only care that we end up' with is long-term chronic. 

We have already hc^ard today currently there isiio real payment fpr 
it in an way, and most elderly people do not have the fnntfs to pay for 
tl\o nur.se to come on a regular basis or the physical therapist to come ' 
on a regular basis in long-term care» Medicare is one program, but 
people have needs who are not eligible for Medicare- 
Senator ♦TkVsen. Cooperation, cooperative, wasn't tliat your word, 
Afs. Muenchow? ^ . 
Ms. j^IiTExcuow. T think cooperation ifi'the answer^ 
Seiuitor Jefsen. Anyone else on the pKnel have any comments on 
this oy any other subject before we go to Our next panel? Dr. Sv?ane;^? 
Dr. Swanky. I nuiy just add oiie more comment, answering your 
^ c previous question. The question was ; Is the Federal GovtMaunent doing 
• its fair share or where can the Federal Government do its share, that 
Mr. Levitz answered son\ewhat. and T an\ sure that the hospital admin- 
istrator and imrsing hotne adnntnstrator could answer it may be even 
letter than I can, but I could tell you my one little narrow point of 
view. For instance, the ncvw rennirements for Medicai^e in our offices, 
* we must decide whether we would b^ willing to accent avssignmentfi or 
not, and there will be certain prol)lems,for us if we do not. Our name 
won't be listed in the t)ook. our patient.s nresmnablv will l>e looking 
for some other doctors who is listed in the book who will accept as- 
siflfinnents. ^fow. in our office we have done fiome <^heckinflr on* what 
thiq ftfiqiffnmonf wil l involve. Ai) nffiefl €^ fi1l i<> c^ny $1ft In mir nfB^e This 
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year our overhead has been increasing pvery ^^ear because Ate aren^t 
incroasing fees and of course our expenses are irtcreasing^ so our over- 
head is somewhei-e around 47 percent. Medicare alone will pay some- 
thing oyer $9 for an office call is what they have been payirtg in JLinn 
County, we tliccked. And if the patient pay§ for this extra insurance, 
it's something like $12, and fewer ai^d fewer are heading?: for tJi^at extra 
insurance now l>ccause they won't see a need for it and it's quite ekpen- 
sivo for them. So what's happening is either you don't accept Medicare 
patient.s any ipoi-e, and I am hearing my colleagues talk t^long these 
lines, or you don't accept assignment and charge them tjj^e usuaL 

And then you are going to be in the other probleml|that I men- 
tioned, thet sanctioYis that the Government is going to bo enforcing 
against those who do not accept assignments. Or you end up right 
now inavbe just- breaking even, xind mavbe going' in the hole very 
shortly. It*s a dilemma. Ami T think that th^ hospitals and'tho nursing 
l\pmefe have seen this alsoi They ai'e chargilig otlier people whf/ pay, 
who have private insurance and whatever^ enough to make up 'for* 
what they are losing in theMedicarepeople. ' ^ 
^ Senat^ Jrpsen. It is a problem^ Medicaro which not too many years 
ago was brouffht into being AvaS projected to cost $7 billion by 1090. 
Tt was $77 billion in U)82 and t?oing straiglit iij). !^o we all need to 
address it and wqrk on it toff^ther. And I sense the feeling of both 
frustration and miflrht just add <yf distrust with t]\e bureaucracy under 
the rules in several statements here. I share that. But there are Ihosc 
who would listen to everything that avHs said this afternoon and moreC 
add would say, welK the onlv wQ,y to do it is just foT* the Government 
to take it over, so thev don't have to ask all jheise pt^ople. whether thev 
should have cooperation, lust make them all cooperate. Mv guess is 
that's probably not something that's shjared by any member of this 
^ panel. . ' 

Mr. TiNKKiL Ko. Could T lust comment on thnt? t)ne ^)i.the con- 
cerns is thht not that he 'cro one waV. or the^other. ho is sort of schizor 
phr^nic. we don't have a coherent policy 6r direction. On the one hand 
r^'e are turning out more physicians, Wi> haye funded meira dollars 
to help manpower education^ Then we come back and put regulations 
and controls on the primary care plwsician, the guy we <)re supiipsed 
to send out to do gooa. Tn thp hospitals ^ye are trvinnr to figure out" if 
we are goiijig to have the control on the swing bed and the same time 
trving to fbrce a competitive market* We are goinnf to have the same 
thing as the * neighborhood schools — hospitals with the empty beds. 
Would 'it make more sense to convert that into alternatives fot^, adult 
livino:, whether it's apartments, condo'sj swin? beds, or some kind of 
residentftil care? And until we firet somiB signals. inst like t was saying, 
we will respond to the^centives, but we would like to'liave+hem 
there a little clearer, more distinct, and we would like-to relv on tb(^n 
more tlian 1 or 2 or 8 years. We would like to have them changei^ or 
modified and go oflT in a direction that's there f((i' 5, 10 years. 

Senator Jepsen- If we send the signals to Wftshington, wijl they 
fly OK in Cedar Rapi>ls and nlay well in Butte, Ml" at the same time? 
Or do you think Cedar Rapids, evervbody around this table. ou.<irht 
to speaic out, bring in Anamosa, see what you\can do about the thing 
you just mentioned. * * 

i am not lecturing, just put it in the record, 
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Mr. Tinker. T would like io see a Federal policy. ' a _ 

SenatorajEi-sBN.But lthijxk it's a root, it's a bottom lino. Ai^^ . 

ffoing to it ccntraUr.od m Washington, do you want thenv to^ 

Jhoa3,and take this over, or do we look wljat's4tappenmg ii^^^^^^^ 

. and Iowa leads the way in a lot of thmgs.^DRG has got some problems 

but at least we are movmg.' 1 1 ^Gfi^ 

Mr TiNKBR The Provinces of Canada'have a national Jiel^lth plan* 
and there .Aie cottain characteristics of affordability, coverage, and 
" various feature*!, but it's administered and handled at the Propor evei. ^ . 
If you go to Winipog, the overall framework is set up from Ottawa, 
but it's administered locally. They take care of the Indian population 
to the north and the well-to-do in Winipeg. ^ 

Senator Jevskn. Working pretty weU. . ^ 

Mr Tinker. It seems to me we could learn some lessons from the v 
north. I think the controls aVe designed to be local with some overall 
umbr«flla instruction. . ^ , . , , 

Senator Jepsen. Now, we are coming. OK, I wish we had a couple 

^^Br?^SwANEY. I think some of the frustrations right now, at least 
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>■ Swaney. I think some of the frustrations right now, at least 
t!ie providers' part, is that Washington has implied that they were 
uiKing over in the care of the elderly and it really hasn't worked out, 
that way. I think the people have been duppcd a little Mt that way. 

Mr. LEvm. As one of the speakers -mentioned earlier, the out-of- 
pocket costs for the elderly, even in the pre^enceof the Medicare pro- 
gram, and supplemental ihsurance program, have, been increasing. &o 
at the same time you are talking and considering cutt ng back on the 
Medicare program in order to maintain access to quality liealth care 
services, you need to be conscious of the fact that the elderly already 
are bearing f\ significant part of the costp of the health cai-e that they 
nre purchasing for thcmselv^. • , - . , 

Senator Jei-sen. How much should— how much is enough I , 
Mr. Levitz. That's a question between the individual and the ohysi- 
eian in attempting to provide the best care for the patient should not 
he— the decision on the typ6 of care that the patient receives should 
not be made based on cost consideration. Eycept to the exclusion ol 
alternative^. Now, to the extent that perhaps a l^^ss costly procedure 
can replace a costly procedure, yield the same result, then, yes In that 
wav cosHMULbe used, but cost being used so that an individual needs 
to decide ^vhe^Ttec or not to receive health -care or another basic service 
or basic human heed, I think that for our elderly, for our poor people, 
for aH citizans we should find a way to make surc%it those types ot 
decisions aren't made. In answer how muclj, we ne»ia to insure access 
in the first place, then the content of the health care itself should be 
decided bv the medical svstem, physicians and in consultation with 
other health 1)rofesaionals and the patient, and cost should not be a 
consideration. Tlip phvsician should not be concerned with whether or 
not the patient, he or she, is being rcimbtirsed bv medicare, medicaid, 
BliifilCroBS.iij' l\as.minmn:ance oHh^^ 

Senator Jepsen. WeU, we know that— I was asETng Btll hete, what 
role did the Federal GovernWnt play in the develonment of Uus hell- 
copt^ ambulance here. I understand that's « local project, isn t it ? * 
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Mr. Waixacb. Yea; tho life|ir«nrd helicopter is local, although tlio 

S« T i^'f' t'*"* ^""^ '^'•o""^ ^rom you and others, 

that ^ bringing it up for t>>iit reason, but was 

.v.5r T^^"^^;^- Private initiative, cooperation between local govern-' 
ment, civil defense . 

.3^''''!^!' A^^''''- K^'^^y^y R«t together here and moved mountains 
ana got it done. . v 

Mr. Wallace. Righ^. Now we need to move some more mountains 
ana get another one. * 

Senator Jepsen. That can bo done, too. Thank you very much. We 
Z J 77/" ^;ii';<;,^<>«^ '"IPli^tions and funding sources, public fund- 

TohTwlf r^^^^^i ^'r^^ '^'"'^'^ Hegwood, Jo!, Tilghman, 

Tohn Weber, James Snyder. Welcome, and I would advise the panel- 
It s repetition—that your prepared statements will be introduced into 
the lecord. Therefore, you niay summarize or proceed in oiiv manner 
von 8o desire. You may proceed, and we will start with Madg<^" Phillins. 
prwS ^""'"'^^^ W^'^comeTYou may 

STATEMEFT OF MADGE PHILLIPS. DIRECTOR, LINW COUNTY 
HEALTH CENTER,. CEDAR RAPIDS, lA 

Ms. Pitn,LrP8 Thank you. Senator Jensen. T want to a^eak this 
afternoon, we l»ave heard about the Federal Government^ role in 
Health care, regulatory as ^oU as funding, and I want to speak spedfi- 
callv I guess, to the funding role of the State of Towa's funding of 
hca th citre ajid of Lmn County's funding of health care. The nui^r 
of (Jollat>^~and when T started putting this together, T really hadn't 
realized this, but T do M ork with it, until I started putting it 'to«rethor 
what kind of dollars we were taking about. The numlwr Of dollars 
expended for public sources, that is' State and county sourcesi foi^ 
th» provision of health care in Iowa and Linn County is truly stagccr- 
ing. We look at th{^ StatftDepartjnenMTf Human Services'as one of 
our mega agencies that h#probabl/tlie Inrffest bud^ret, and then we 
realise that out of the million budi?et for the Department of 
fruman Services, 56.9 percent of <f»at budget is allocated to Medicaid 
or health-related services. I^t me review how this breaks down a little. 
Ihe fiscal ycj\r 1985 budget for the Department of Human Services 
•Avhich as T said is in excess of $.^78,000,000; the Medicaid State dollftra 
are !J1 34.3.^0.000. 35.K pQi-cent of the total department bud.<'et. You add 
JS/^^^^'^^ dollars in the amount of 84.97.^000. and t)ther 
(lollars, $7 million, $71/. million, approjtimntely, and you have a totol 
then from the St ate of $326,774,000. ' ^ ' 

In addition to that, the State of Towa supnorts four mental health 
in.stitutes and the State dollars that j^o jnto tbn<?^ Stnte mentnl henlth 
institutes. $30,373,000 plus, or 8 percent of the total Department of 
Human Services' l)udg<-t. You add «0.fl49 f%^ral dollars, alwut 
JTO 000 other dollnrs. and vou have wt $30,800,000 in the four mental - 
health in.stitutes. Then the Stote of Towa support.^ two mental retarda- 
tion ho.spital schools. aiTd of those the State doll«rs there. $47,400,000 
or 12.5 percent of the total Department of Human Services budget. 
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Tlioro arc not so inany Fodoral dollars and other^dollaji-s in this par- 
ticular discipline for son^o reason, Unt you still have a totf^l budget for 
the mental n^tardation schools of $47,761,000- Iowa is a small State, ^ 

Then in addition we have a couununity mental health/meiltal i-e- X^^^ 
tardation funding from the Denartnient of Human Services which is ' 
another $3,3CO>006, so if you add those up, the States dollars there, you 
l^dvo tlie $378,000,000, 

Now, despite the maffuitudo of these dollar, we still see them as 
being very tight,;For this y<wir for the first time Iowa has been able to ; 
institute under Senator Bnmer^s leadership $2.4 million for a new 
medically needy proipram. But that $2.4 million is sieen as only being 
able to serve the medically needy for a 6-month period and the popula- ^ 
tion that's been served is very limited. It'sinostly infants and childreUj ^ 
those people — women who fall just^.over the AFpC or title XIX ^ 
levels. It's a marvelous program, but^t does^i't look like the $2.4 mil- || ^ 
lion is going to go all tlirfl xar, and it certainly is a limited populations 
to servo the nu^dically needy. 

' On the Medicaid Prograin in the month of May for 1084, in Linn 
County we had a Medicaid eligible population of 10,060 persons in 
Linn County of which 5,686 individuals were served for 1 monthly 
expenditure in Linn County of $1,104,147 for Medicaid payments. Sq f 
if one assumes this was an average monthly expenditure, vou would ^ 
he looking at an annual expenditure in Linn County of Medicaid 
dollars of better than $18,000,000, Medicaid jimpacts the total health 
delivei^y system, covers a multitude of'services, whidh I am sure you 
arc familiar with, including physicians, dentists, prescription drug$, 
hospitals, chiropractoi-s, optometrists^ opticians, ambulance services, 
ttansportation, hearing aids, podiatrist occupational antl physiM 
therapists, hoh\e health agencies, medical equipment, psychologists, 
social workers, family planning, lab work, and orthopedic shoes, so 
wo do^etty mucli cover the \yaterfroftt with that. v ^ 

It's not our intent in this report to comment on the equality of the 
services received fbr these dollars, or for the availability of access, 
agai^n Senrttor^..access to medical providers for the medicaid patients^ 

In county taf dollars, and this is in Addition to the $18 million that 
comes f roin the State into Linn County^ for Medicare costs, Linn ' 
County si^nds an additionaramount of nearly $6 millipn for health 
services per year. This is $6,957,214. I hayM)roken tbffli county ex- 
penses into two general categories, one mental health and mental re- 
tardation, and the othet medical and preventive services Tor patient or 
clients (categories* that are other tnart mental health <^nd mental 
retardation, . ^ i. i * * 

. And in fiscal year 1084, $5 million were spent on. mental he»lth^ ' 
mental retardation services and $911,528 were spent on other medical v 
and preventive sei'vices. 

In addition, Li^ii County through the Linn County Health Center 
funds the Visitinjir Nurses Association, the dit^tor spoke to von jnat 
rccenHv/in the amount of 1^)^11^986 tax doH*r8^ withHinHid<Ution^^^ 
iSR.OOO heinrr sulvontraetod to VISTA, from the State Department of 
Hoftlth Tor home health aides. And I am not including some peripheral 
services that we do fund here such as homemaker$ and such service^, as ^ 
in-home services for the elderly. T have tried fo stick mostlv to just* ^ 
more diroM costs. The Jiealth renter also funds the Children's Dental 
Health Center in St, Luke's Hi^pital in the amoqnt of $47,000. 
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Thos* support flgwix^s total 156^248,000 healUi dollars expended by 
Linn^Cowntyy and then you add vour $80 million pom Medicaid, you 
ai^ lo6kinc at JiAftlth.service-<Jollfti*8 in Linn County at an estimated 
$11)1^ nulfiori* Because we have spoke, wq have sj^oken al^ut Iowa ^ 
biung a. little different and doii>g its ^wn thing, and bdtause wo have ^ 
also talked about the need for tS)operativo ventures, particularly be^#M>^ 
tween the public and the private sector, I would- Ixkp to tell you in 
closing about a program that we have here in Limi "County , and I know - 
that Mr. Graholc is goltig to be speaking later On, I tliihk it w^as Mr. 
Grahek who chaired the comijnittce who Said we need a program for 
tJie niodicaHy needy tibout 5 |ears iigo and we started th<\ medically 
ifeedy progrrtju at tlio Linn County Health Center. This program 
covers outpatient services, not inpatient services because we cant af- . 
foixl them, for general care phvsicians and specialty physicians, for , \ * 
proscription drugs, x rays and laboratory costs. And in Uie last year 
this provided 8,040 patient visits to primary care physicians, 788 
visits to specialty care physicians, 670 laboratory exannnations, 80iJ » \ 
x-ray examinations, and 10,21)4 prescriptions to 2,642 persons who \ 
wore enrolled in the pix)gram and who wo^e deemed medically needy. 

To bo medically needy you have to be in a very low income eligi- ^ 
bility. They are prinmnly 6Wow $3,000 in cash income in a yepr and 
hiivis absolutely no other kind of health coverage. No Medicare, no 
Medicaid, no title XIX, no Blue Cross, no Blue^Shield, and so on. • 
The procl^ss that we use hero in Luin^ounty is — and I want to say 
very proudly that every physician inlLinn Comity participates and 
takes the patients who are referred by the Linn Health Services Pro- • ^ 
gram. The physicians* brfls to Liiin Ilealth Services or the Linn Coun- 
^ ty Health Center are 70 percent <» their usual and customary fee and 
\tiiat is paid by county dollars witfflln 80 dayg^-and the other 80 percent 
is between the patient ana the physician, and many o^ the physicians 
tie forgive alk or a part of that or it is a personal^matter between the 
[)atient and the doctor, ' 

'^In prescri^tfi|{) drugs, the patient pays the first $2.26 as a deductible, 
and the rest is Billed to Linn County and is paid aglain \vithin 80 days 
with a minimum of paperwork. We do a number of — we do yearly 
physician and patient surveys and virtually everybody feels it's work- ^ 
^ mg very well. AVc are very pleased that there is thatrpartnership be- 
^ t^veen the private medical sector and the county in sharing' for the 
modioAlly needv. 

Exclusive of administrative costs, wjiich we try to keep very low, 
the dollars^ that we snent last year by'the county on this program were 
$213,667, and I add that just mcause I thought you might be interested ,> 
in one program that we happen to have in Linn County that I think 
w(5 thought up ourselves. 

And in cloj^ing, I would like to emphasir.c again lliat this report ad- v; 
drosses itselfjmlv to tlie public doUai^s that ai*e spent in Linn County 
* and docs not address itself to private third-party reimbursements, 
privnt^^ individiml payment, and the additional dollars for inpatient 
care that cer^aiiily magnify many times the dollars that are spent 
here on health care. Thank you very much. 

Senator Jei»8KN, I thank' you, Madge. Your medically needy^-pw>-^ / . ' 
grain is most interesting, and if T understand you correctly, you said ' 
that you pay 70 percent, th#doctorp involvea charge 70 percent of 
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thoir basic customary chftrg<58) the recipi^nts^ also pay flhe first $2.95 
of their proscription, f 

Ms- Pnn4.iV8, Proscription drugs, and the 80 prcMit that^s loft, 
the phvHi<^ianH.hill the county for 70 percent, then the 80 t>ercent that's 
left is l>otAvc(*n the patient and the physician. I would- like to add also 
tl\at when— wo limit; our emx)!lment so we w<Mi't rnii out of money 
iK^foro the year is over. Wlien the Avaitinc: list ^fets toa lonfij, as it does 
sometimes/ the physicians will very kindly serve what Ave identify as 
i visis people on the waiting list at no charge until they can be moved 
onto the regular roles. So wo have excellent, wonderful cooperation 
fro!n the physician. ^ 

[The preporod statement of Ms. Phillips follows :] 
^ r / . , 

Prki'akiu) Statbment or Maoor P3«XTxn*» 

The miiMl)er of doUare expended from pubUo so«rco» for tho provision of (h^Altb 
can» itrlowii nud In Linn 0<:innt:k' Ici truly Btnggerlng. Of the State Depftrtmont of 
Human 8orvlcea' budROt for fiscal year 1085. 50,9 percent of the $878,148,068 4ff 
.||anoontr<l for Medlrnld or henltb related services. Let }ne review for yon the 
^toUoAvInK alloAitlons. 

'rho ft«cal year 1085 budget for tb<* Deportment of Human Services Is $878,- 
148,068. Of^Uils^the foUowIng breakout occurs : 

State doUai^ (85% of totnl DHS budget) ^1 $184,850,000 

Federal dollars ^-^ ^ ^ 184.075. 400 

Other dollars . --Jl-,— 7. 440. 864 

^ - - ♦ 

Total - 826.774.T64 

Afvntat Jfemh !n9tHute9 H] 

State dollars (8% of totnl DHS budget-) $80. 873.015 

Federal dollars ^ - — 60.640 

Other dollnVs , — . 876. 000 

Totnl - - 1 — 80,860,664 

Afcnial Roiardaiion Schools (2) 

^tniOHMiavH (12.5% of total DHS budget) — — $47,400.<KW 

I'Vdernl dollitrH - ^ i 150,000 ^ 

Other dollars - 1 - . - 200, 822 

Total . 47,751,818 

(7onir«^^Hf^y Mmttat IfeaUh/McnM Retardation Fundi 

State dollnrs (0.9% of totnl DHS budjj^t)./-.. ^^^^^^^ $8, 860, 000 

Federal dollars ^ I ^ 0 

Other dollars ^^---.jL. . ^'^^-^ 0 

^ Total : ^.-V : ..J. 8,860,000 ^ 

Tfiese are Sl,ate dollars allocated statewide toVtealth^ costs fot flftcal year 1965. 
J)cRpltey the mngnitude of Jihose dollars, tliey nro seen to be very tight. A new 
State allocation of 2.4 uilulon for the medically needy N 'anticipated as being* ^ 
RUfHclent only for six mouths to a very limited pomilatlon of ^vomen and chil^ 
dren whoso hicome falls Just over the AFDO (Title XtX) iev^^ls. 

On the Afedleald program In tbe month of May, 1084, Linn County had a Medic- 
aid eligible i)ophlatlon of 10,060 persons, of which 5.686 Individuals we^e 
served for a month of-May connty exi)endltnr^8/of $1,104,147. If one nysnm^ 
this Is nn. average monthly expenditnre and extends thatv amount for tweli 
months, Linn County's Me<ltGald expend|turea<iJvould be an annual $18i249,7tf 
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ModtcAtd Impacts tho total health doUtory syHttmi^nnd covers n multltiulo of 
aorvlces Inchidlng those of phystolans, dentists, prescription drugs, hospitals, 
chlro|)ractor8, optometrists, opticians, amlMUanco services, tranHiwrtatloiu hear- 
ing aids, podiatrists, occupational and physical therapist, home health iigenclos, 
moillcal oqnipmont. psychologists and social workers, family planning^ lab wot'k 
and orthopedic shoos. 

It is not o^r Intent in this reiwrt to comment on the quuHty of services received 
for the»i> dolhirs, or for the uvaila|)lllty of access to medical providers by M^dlc- 
itid patients. 

County Tas> /)o»ar#.— In addition to the County^s $ia million in Medicare 
costs, tinn County si>end8 an additional amount of $0,057,214 for health serv- 
ices. These County expenditures fall Into two general categories: Mental Health/ 
Mental, Retardation; and medical and preventative servlcCH for patlont/cUeut 
categories other than mental health/mental retardation. 

In fliscal year 1084. $5,045,080 was spent on i^^ental health/mental retardation 
«orvlc<5s; and $011,528 was spent 6n other medical and preventative services. 

In addlt4on, LInu County through the Linn .County llealth Center funds Visit- 
ing NUrsos Association In the amount of $211,285 tax dollars with an additional 
$B3,00O being sul)contracto<l to VNA from a State Department of lloaUb grant 
for home health aides. The Healtli Center also funds the Children's Dental Health 
Center In the amount of $ i7»060,00, 

Tlvese support figures total $0,248,606 health dollars expended by Linn ComUy, 
Addtug Meilicald s $18,^^0,704 to thp local tax dollars brings the public dollars 
»\m\t for hfcalth services In Linn County to an estimated $10,408,820, 

included in the $011,528 spent by Linn COmUy for medical and preventative 
services is $218,007.80 spent for outpatient medical care and prescription drugs 
for tlio County's "VnedlcaHy needy" population which does not qualify for as- 
sls(;auco from any other source and has no private tlilrd-ikirty assistance. This 
prc^gram, unique In Linn County, provided 8,540 i)atlent visits to primary-care 
phirsicians, 788 visils to specialty rare physicians, 670 laboratory examinations. 
802 X-ray examinations, and 10»20i prescri|»tlon8 to 1,180 households Hwt of art 
entollmentvof 1,580 households (2,042 persons) OhroUed In the prograp^s in. 
FV84. All Linn County physicians accept Linn Health Services piitlentR. TlTe 
Physicians bill the county for 70 percent of their usual and customary fe^S, and 
the otlwr 8iri>ercont Isljctween the patient and thedoctori. 

Prescription drugs are billed to tho Count^^ with a $2.26 deduction pe> pre- 
Hbription pal<kl>y the patient. This program, a partnership of private Jknd public 
health contributions to serve tho medically needy population, is percelAd through - 
hoth provider and consumer satisfaction surv<^s to run very aaiooFhly with a 
hilnlnnmi of administrative costs and paperwork, and it answers a need Re- 
maining unmet by the very large amountH of monies spent from the public 
bodies for outpatient health care: , 
^^-^^ closing,, it shoiild bo noted that this report addrossen' itself only to tlio 
' public health care monies spent In Linn County, and doeanot address Itself to-^ 
' private third-party relmbnrsements or private individual fmymcnts. • 

Senator Jk^sbn. Brice Oakley, chief counsel for Blue Cross-lRluo 
Shield of Iowa, Welcome, Brice. proceed Again your prepared state- 
ment will bo entered in tlio record. You may proceed ^in any manner 
you like. . ^ 

STATEMENT OF BRICE OAKLEY, SENIOR ASSOCIATE COUNSEL, 
BLUE GROSS AND BLUE SHIELD OF IOWA, DES MOINES, lA 

Mr. Oaki.ky* Thank you Senator. I appreciato l)oin/| here. My name 
is Bricc Onklcv, I am senior associate counsel and director of Public 
Relations for Blue Cross and Blue Shield of Io\vi\. 

Onr private, nonprofit organizations, alonp with our sister tiorpora-- 
tions — Delta Dental Plnn of Town and tho Iowa Phanifiacy Service 
Corp. — provide Comprehensive health care coverajore for nearly 1 mil- 
- lion lowans. In addition, w^ also serve as one of the nAtipn^s most 
efficient oost-effef^tive intermediariefi on tha Medicare A, program as 
w^ll as the carrier on Medicare part B in Xowa. 
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As I stated, We do appreciate this o^)|>ortunity. Both in tlie intoresta 
of time, confliung our roinafks to 6 nnnutos, as Avell as J waiH to com- 
ment on the rolfe the Oovorninent might most appropriately play. I 
am g6ing.to Umve a substantial portion of our remarks for tlie record. 
I do want to re^wrt to you, thoughy that we are pleased to toll you 
^ ^hat as a result of cftncentxated cost containment programs, and a 

commitment to affordable health care coverage, that we have been able 
to ^reduce otir rate or ci^edit savings this year to nearly all of our sub- 
' scribera, and T have a detailed report on this that has ueen previously 
^ funiished to yotiV office, and if you would like it to be a part of the 

record , T Avotdd l>e pleased to do so. 

This reatdted from Blue Qross'g stropg utilization i^view program 
which waa mandated in 1981, but it was also with the cooperation ^ 
Vith tlu* State^s doctors and hospita^i and citizens of thp Stat<e; al- 
terations in design of our l)eneflts to encourage outpatient care when- 
ever it Avas medically appropriate; and concentrated programs to alert 
/ Rowans to the cosrt; savihgs po^iblo* through the judicious use of the 
h^^alth care system accrued to their benefit- 

The price^riented. dynamic that is now driving the health care 
sv^item has !*aused the pendulum to^sAving closer than eA^er l>efore to 
» just purely economic cOnsid(^rations. Howewr, ^ we alloAV that pen- 
4 dulum to swiniMx>o far in that direction. Aye w^l l>e creatine: serious 

qualit V and acc6sirntiestions^as have alreadv l)ee!rdescribea to A^ou. 
As yet, in oui-^dgment, the problems of ftc<!Less ftud onalitv have not 
- rottche<l the acute stage. The private sector i\5^s worked toflfothei^ Avith 
' /roA'^ernment to find some feijusible solutions to our health chre cost 
dilemma,, but it is possible that Ave will face those problems which 
are pla/ruing other^States if avo ne/rlect to view the health care system 
as a multi-faceted and truly complex entity. ' , ^ 

T might addj^arenthetically that it's easy for the insurance industry, 
for example, to be only just cost consciojifti. In our iud«rment that's a 
short term vIcav and does not reflect the industry, Emplovers do care 
about access and quality, they do carp about thefr employec^^ and ^ 
therefore avo as an industry have to 'mare' those concerns with th^m 
Avith regard to quality and access. / ' 

To maintain a broad analysis* of tliis and olher cruciaVhealtl\ care 
oissues, owv plans are going to*conimitj|ore tirtie to the wnalvsis of iFed- 
era\ legislation imnacting the healm care industry, 1085. ERTSA, 
Karen Ferguson, Kenneth Kephart,we all goitig to be part of that 
health care cost Ix^xicon in capital lettm. * . . 

We appreciate the Senator*s concern, for example, for the billing of 
private insurervS for health carer provided in militarv facilities in 
H,R. 55^72. That was sugcrcsted bv the Department of Defense with- 
out holding hearings. Clearly, further sttidy is e*fJ(entiffl to the deli^ra- 
tion on that issue, Avhich may haA^e some far reaching effects on private 
» cost containment, initiative^. And we appreciate youn service as the 

cliait imm of that subcommittee in recoi^nizing that further informa- 
^ tion had to Ix^ solicited on that .before its consideration, though cer- 
tt^inly it A'qll he an issue next year. " 
' r might also add that your background atid expertise in insurance 

makes it easier to relate to some complex suojects. My learning otirve 
* has gone straight up in this business because I have been in it 1^ 
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years^ and, of course, you have hem in jit for inauy yenrs i\ni\ we ap- 
preciate your being Bensitive \ o tliose issUea, 

As you know, though, the inarketphiccs in 1980 differ markedly from 
those of the previous 20 yoarS', The focus has shift etl drnnmtically to* 
cost containment and a demand for prndeut purchasing. Tlic private 
sector^H attention i« concentrated intqtttl^ on these problems, and in- 
deed it's working hard to address n il^jijority of them, hut there is a 
role for Government/ ^ . ^ 

We nuiHt recognize that Government y^^ars two htkts. It both luuincos 
the system; it's called upon nlso to prd^vidfo leadership and to he the 
regulator of thnt system; nnd it has to choose carefully and recognize 
which luit it has on when it uuikes its policy decision, and whether 
they are purely in the fiscal area or whether they are truly reflecting 
' overall leadership at the national leveK For exanitple, in keeping the 
competitive field eqnitable^for all the competitors, by resisting the 
temptation to legislate it as important as legislating itself- Fixing the 
ERISA problem, wl^ich is' changing a law that ht\s already been 
passed; resisting all-payer arguments; avoiding measures which stitle 
the PPO develo[)ment; opposing tax caps; and so forth. There arc 
some issues, unfompensatecf care, the appropriate role of the Frderal 
(Sovornment.dt s a matter of letwhMship and national policy, nerhaps 
also in the allocation of new capital. Both issuQs cannot |)erhaps be 
well taken care of in the private sector. 

It^s clear that^ouv policies and those, and I say ours, that is the 
industry, in the private sector in general, have succeeded. We have 
improved the cost of care without auy discernible sacrifice of (pudity. 
Industry inflation trends ai-e slow, IVe are adopting alternatives to 
extensive inpatient care where appropriate. In the case of most of our 
subscribers the cost of the coverage is stabilizing or even falling, Iowa 
is leading the way and we are proud to be a part of that. 

Think of the analogy to the^encrgy field and what happened to 
energy in the 1970\s. ifealth is tho issue of the 1980's. And when Oov- 
ernnient overintervenes, wdien it became too much involved, it had to 
step hack and repeal »aud adjust. Instead of trusting, one, the cithen 
as prudent buyer; second, trusting SUte government and the private 
indn,^try itself, that's what happened in that field, and T wouhl hope 
that we could avoid thosc! mistakes. ' 

Tyvjsnmmary, the private sector indeed has a significant successftil 
role to playjl^i development which plague the indtistry. The continued 
success, however, rennires an onj^oing cooperation with the Gcryern- 
merit in some kind of a parttiership. We. as the State's largest private 
health insurer are committed to a methodical but select H^e change 
w hich avoids a somewhat myopic concentration on the svmptoms of 
tiie problem and instead considers the complex nature of the health 
{/luv industvy as a whole. Thank you, 

[The prepared stati^ment of Mr, Oakley follows :] 

PijjErAnrt) Statkmkwt of ))rtoe OAictKT ^ 

I am Brlee Oujcloy» senior aflsoclate colinsel for Bhi© Cross and l?lae Shield 
of Iowa. Our prlvlitc» non profit organlxatlons* alouR with o«r sister corpora- 
tions—the Delta Dental Flat* of Iowa and th^ Iowa Pliarmac^y Service Corpora- 
tlort— provide ooinprefienslve health care coverage to jioarly one million lowans. 
In addition, we servo as bm of the nation's njost efliclontnnd ^^at-offeetfrvo intor- 
mCHlittrkis for the Medicare A program and as carrier for Medicare Part B 
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W6 approcUto tho opport\ii\lty to comment on the ?olo of prltato ln«umnc© In 
iK^alth onro cost and ac<:e8B iafluos. 

Wo'ro ploasod t6 tell you that as a ^OBult of cdncontratod coat-contnlnmont 
progi^nms and a solid comlnUmeat to affordable health care coverage, our opgH- 
nl»Atlon«Vvere able to reduce our rates or credit aavlngs tl\i» year to nearly all 
of ou> BubBcrlbers. 

TW« reaulted from Blue Orosa* atVong utlll«ation review 4)rotfrain maifdated In 
11)81 with the cooiwraiion of the State's doctors, hospitals and cltlwns; altera- 
tions In the design of our beueflta to encourage outpatient care whenever It is 
medically appropriate; and ooucentratod program to alert lowans to the c^at 
savings possible through the Judicious wse of thp health care system and their 
own beiiefltfl* 

These programs yielded a 20 |>eroont decline hr Inpatient use for our subscribers 
In the past three and a half years. And the rranlts we've seen ar^ a tribute to 
all lowaus who readily adopted these cost-saving measures because these pro^ 
grams promdtod olmUty health^re in order to maintain au affordable cost, 

Bine Cross and Blue Shield of Iowa1mve4ong served as a catalyst for healtli 
care cost^nltlattvos and continue to explore and Implement new measures for 
keeping care available and affordable. 

Beglnninkf late yast year, wo Implemented a revolutionary hospital prospective 
* payment sjstem which Is fair to hospttals and patients alike, and which Inc^^r- 
poraYe Incentives for greater hospital efflclency and effectiveness In use with- 
out Jeopardlring caliber of the health^care provided in this state. It is a system 
which will serve as a model for other states because it was developed with the 
hospitals of Iowa— not as a unllatc^ral effort which threatens their survival. 

But there continues to be a widespread concern abopt, the new Medicare pay- 
ment system based on diagnosis related groups, particularly related to ttielr 
potential negative Impact on Quality and aceess to health care. There la a great 
need to balance cost considerations with qualltv.. 

The prlct>"Orlcnted dynamic nOw driving the hea UhT care system has caused 
the pendulum to swing closer than ever before to economic considerations. How- 
ever. If we allow that pendulum to swing too far ih that direction, w© will be 
creating 8orious quality and access problems. 

As yet, the problems of access and quality have not reached the acute stage. 
The private sector has worked together with government to And feasible solutions 
10 our health care cost dilemmas. But It Is poisslble that we will face those prob- 
lems which are plaguing other states if we neglect to view the health care system 
as a nuiHl-fao^ted* complex entity. i 

To maintain a broad analysis of this and other crucial health care Issues, our 
plans wlU commit more time to the analysis of federal legislation impacting the 
health care Industry. 

We appreciated th6 senator's concern for the billing of private Insurers for 
health care provided in military facilities (H.R. 0372) without holding hearings. 
Clearly, furtlicr study is essential to qellberatton of thil^ Issue; which may have 
farreaching effects on private costrcontalnment initiatives. 

As yim know* ^ the marketplace of the 11)80*8 differs markedly frohi those in 
the provloijs twenty years. The focus has shifte<l dranmtlcally to cost contain- 
ment and a demiind for '^prudent purchasing.'' The private sector's attention Is 
concentrated Intently on those problems and indeed, Its efforts will suc^sshiUy 
address the majority of them, 

llpwever, there remains a crucial role for government on two fronts. 

First, in keeping tlie competitive Held equitable for all competitors ; speclflcatlyt 
by nxing the ERISA problem; resisting all-payer arguments; avoiding measures 
which stIlle.PrO development; opi)osing tax caps; and by not promoting risk 
Hognientatloh and adverse selection through artificial multiple choice or voucher 
systems. 

> Then, government should address those issues such as uncompensated care 
and the allocation of new capita^ which will not be addressed effectively through 
the comiik>tltlve marketplace. 

To expand for a moment on the issues of RttlSA, we support amending this 
act so that It pre empts state-i^andatod beneAt laws, continuation conversion 
taws and provider freedom-of-cholce laws Insofar as those laws a(>ply to injured, 
employee ncalth benefit plans. This will foster gfeater cost-containment possl- 
htlitleH for the private sector. ^ ^ 

Blue (Voss and Blue Shield of Iowa are committed to balanclniHthe huslness 
community's natural advocacy for revolution In nealth care with both the pro- 
viders* relative resistance to j'Sdlcal change In th^.h^Ailth care Industry and" the 
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goyerntuAnt'a nood for p!«nno(! prcdiotftbiUty in Ita henlth cnro ontitlomont 
programs. ^ 

U ricnr tbnt our iwllcloa— and thoso of the prlvnto sector In gonorftl—liavo 
H^iorocdod. Wo hnvc Unproved tM cost of euro without dlHCornlhlo c^acrlQco of 
quality. The Indiifllry inflation trends are slowlntc. We nre adopting nltornntlvos 
to eximnHlve Inpntleut ©are, where appropriate. And in the case of most of our 
HuiHScribers. the cost of coverage Is stabillrJuK or even fallluR. Iowa Is Iwidiufl? the 
w»,\\ and we are proud to iKVa part of It. 

In summary, the private sector indm>d has a atgnlilcant and successful role to 
play In (he development of i\ltenuUlves to the cost problems whicli plague today's 
hcaltli care Industry. 

Conthiued succenip, however. reipUres oui;colng cooperation with government 
In a imhilc-prlvate imrUiorsUlp. We, ns tlio^lato'H largest private health insurer, 
are committed to methodical, selective change ^Vhich avoids myopic concentration 
on the symptoms of the prol>Iem and Instead, considers the complex i\ature of the 
hoalth care Industry as a whole. ^ 

Senator Jkpskn. Thank yoti, Rrice. Jackie ITegwood, Social Secu- 
rity Adininistratjon, Ccdnr Rapids office, 
•lad^ic, you may proceed. 

STATEMENT OF J^ACKIE HEGWOOD, OPEKATIONS SUPERVISOR, 
SOCIAL SECimiTy DISTRICT OFFICE, CEDAR RAPIDS, lA 

Ms. IIkowood. Thank you, sir. I am fvoin the Cedar Rapids Social 
Security District Office. 1 have been asked to give a brief explanation 
of the way the local Social Stcurity office provides health cnro infor- 
nnitioji to the public under the Medicare program. 

The local office provides information on Medicare entitlement provi- 
sions and helps the public complete appropriate application forms to 
•secure Medicare coverajpe. After initnd entitlement has l>een, estab- 
lished under Medicare, the office will provide assistance in completing 
the requeftWor Medicare payment form and will provide general infor- 
nrntion ah coverage of specific items. If lyore detailed information is 
required regardinpj items covered or if there is a (luestion regarding 
a pr«\viously submitted claim for payments, the puolic is referred to, 
the Medicare toll-i^ce nuinl)er in I)es Moines. If there are questions 
about tjio payment received, the office will provide an explanation of 
the appeal procedure and assist the pul)lic in completing the appro- 
priate forms. 

xThe office makes aa^ailable to the public various pamphlets, both 
general information. pamphlets and ones which provide an indepth ex- 
planation of a s|)ecific aspect of Medicare coverage. The office fias avail- 
able to the public such listing as T)in>ctory of Medical Facilities, Di- 
rectory of Nursing Homos, Directory of Providers of Kidney Dialysis 
and Transplant Services iind Provider Assignment Rate Listings. Tlie 
^Social Security office mak^s every att*Mni)t t^ widely distribute infor- 
mation about the Medifrare Program ana to answor any questions the 
pul)lic mi|i;ht have on enrollment and coveragii aspects of tlie program. 
The office is available to help in completing any forms heeded unde.r the 
f Medicare Program i^nd to provide any printed material the public 
might 'request in regard to Medicare. y 

iKenatpr Jkpskx. Tnank you very much, Jackie, tlbe Tilghinan, dep- 
uty regional administrator. Health Care Financing Administration, 
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STATEMENT OF JOE TIIOHMAH, DEPUTY EEOIONAl ADMINIS- 
TBATOR, HEALTH CAKE FIHiWOINO ADMINISTRATION, KANSAS 
CITY REGIONAL, OFFICE, KANSAS OiTt, MO 

Mr, TiLOHMAN* I am from Health Care Financing Administration 
regional olllcc in Kansas City, We ai'c responsible fdi* the Federal 
'administration of tlie Medicare an^ MedicaidI Programs in a four-' 
State ar(:)a, those being Iowa, Kansas, Missoxiri, and Nebraska, Let me 
say befoi-o I get into my prepared statement, I have enjoyed bemg hct^e 
today, I haven't always eA joyed what I heard said about the Medicare 
and Medicaid Programs, but I think it'? veiy helpful to hear this type 
of oxcluirige of thought about oui- programs and how tliey are working. 

i also enjoyed meeting Julie Beckett today, I i-emember very well 
the night, it was all the way back in November 1081, it doesn't seem 
like it could be that long ago, I received a call at home. 1 didn't watch 
the news confoiionce that night, hut withm 5 minutes when he men- 
tioned Katie Becket* on the mws confewnce, my home phone was 
riiiging, and I spent probably the next 2 weeks or so immersed in 
Katie lieckctt, doing everythmg we eoiild working witli the State 
[)eople and county people and our central office people to get her 6ut of 
tlie hospitM and home* and I can assure her that she has very success- 
fully syntlictized the bureaucracy as far as not .only Katie, but also 
Witli other cases like hei^s. We know what it's all about and we pay a lot 
of attention to them when they come aoto^ our desk these days. 

I want to talk about three areas today. They are basic i^ent changes 
in the Medicare Program. Two of them hav6 already been discussed 
to some extent. One is hospital prospective payment, tlie other one 
is reimbursement for physicians under part B of the JVledicare Pro-, 
gram, and the last one is now w^e are going to i-eimburse'for laboratory 
services. I am ^oing to use a prepared text on that cause they are 
complicated subjects and I think there is a lot of interest in them and 
I want to make sure I get all the points across thatti think shogld be 
made, • 

Before I got into the preptlrod statement on these thi-ee arelp, one 
point I Avould like to emphasize is that I have been with eitlier tlft 
Medicare or Medicaid Program at the Federal level since July, 1971, 
and during thj^t 13-year neriod we have never been as busy as an 
agency as we have in the last 8 years, and exfject to be for the next . 
year or ^ years or so, ba^ed on wllat we know is coming. There have 
been an awful lot of signnficant^ coinplex, rapid chanifes made during 
that period. And we exj^oct mbre to come sWtlv. The tx>int I want 
to make is that there is a lot of interest^ at the l^ederal level and in 
Conflrre^s and mav l>e changes, and there is a lot of activity underway 
riffht now that I think ntost of you are aware of. You mav not like 
all of it : you mav disagree with some of it, you may see need for some 
more ohaiiflios, but there is a full agenda atthe Federal level right now 
and we expect to haVe^ lot more. With that I would like to go into 
those three points. 

The Social Socurit v AmendmoT^ts of 1083 contnined what is probably 
the most significant .change to the Medicare Program since it was 
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cost bnfti^, a basis wliioh failedHo cncoura^ efllcioncy since avc rciin- 
buraecjl basivally^r whatever coste were incurred, i^^inco Ootobor of 



11)83, Afeilicare prospocJive iMynionHhnve Ix^on base<l on stnndardizod 
rates keyed to the patient s di^giiosis rather than on Uie Vrevious 
open-ended cast-based system which was a donuiuui^^xmitributor to 
health care inflation. j ^ 

/Wo now eatablislu in advance, set rates for each of 468 DiapnosS 
Related Groups or DHG's—such as cAtaract, hip reph^cement, heart 
attacks, and otlier nuijor procedures, These rates are based, on the aver- 
hRe aijiount of resources needed to take <*are of eacli type of case. Since 
the rixo<l rate fs considered payment in full, hospitals are prohibited 
from charging Wneficiaries more than the statiutory deductible and 
coinsurauce amonnt.s. Prospective payment rewards hospitals that 
organizcV and provide care efileientlv and forces, those that are inefli- 
ciont to/absorb the cost of their inefficiencv. (\ver the long mn, PPvS 
should brove to be a v^iluable weapon in our brtttle to control the rise 
in heal(/n care costs. . • I 

The ifull impact of ^his system, will not l>e fe^t until its S-year phase- 
in is </on^)lote. However, since Ht l)egan last October 17, it has ftl-. 
readWh"a(l a InMieficial effect. With a total of nearly 5,000 or three- 
fof^rtns of all shoit-stay hospitals now on pro^ipQctive payment, we 
have/scon hospital a<lmissions decrease slightly, alwut 1' percent from 
the wrrcsponding period of the yeaV before. Tn^addition, the average 
U*njrth of strfV in all hospitals hks declined from 9.7 days to 0 days. 
Tlii.s shorter length of stay is partly the i-esult of PPS encouraging 
bospitids to provide services in an efficient manner. 

Tender this system, wo continue our commitment to insure that lugh 
qualify «nd apprQpriate medicyil care is maintained in the hosnit/il 
seUing. We rely on several mechanisms to achieve this end. Thefee 
inchtde l\er Keview Organizations, Medicare contractors, and facility 
surveys. In every State, om* contracts with Peer Review Organizatiows 
require (hem to achieve tht^ following kinds of objectives r ^Cji'st, Re- 
duel ion of readmissions t\\iit oceur becaut^s^ the patient received care 
<biring a ])ri<)r hospital stay; Sec^uh Assurance that a patient re- 
ceived the kind of care needed tj avoid serious complications; Third, 
Reduction of unnecessary surgery or invasive procedures; m\d fourth, 
Rcfluction of avoidable postoperative cotnpHcations. « 

Our Medicare contractors, in Iowa it's Sioux City Blue Cross and 
Iowa Blue Gross-lMuo Shield In Des Moines, upon whom we are also 
relying for the maintenance of high qualit;^ care, will continue to 
,s(*rccn claims to assure that the care being hilled for is covered and 
appropriately provided. And. finally, the third mechanism, facility 
surveys, ensures that the participating institution, i.e., the hospital, 
continues to;neet standards necessary for its ongoing participation in 
ISIedicare, yWe are determined that through these three approaches 
high quality care will be maintained for Medicare benefi<;iaries. 

The DeH'cit Reduction Ac^'vVliich Iwcame Public Law 98-300 on 
fluly lH>o'f this year, made atku/nfKu* of changes to PPS. One modiftca- 
tiou will make it easier for ceVtain rural hospitals to t>e more appro- 
priately classified as regional referral ^enters and receive the urban 
rate of the PPS, which is higlfftr. An Additional change allows hos- 
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pitnls U)c«t«Hl in cojintios I'edosignated ns riirnl to haro a 2-year trtfn- 
sition to tlvo rural rates ratlier tnan to leceive th6.1owor rate iminodi- 

Dofkit Reduction Afit alsl iKbluded two key provisions which- 
will help cohtrol expenditures tp 0x1 programs ^s well as to the mil- 
lions of Doncftciarios dopepdeht on Medicare as a basic source of jRnan- 
0 ial protection against the hi^h cost pf medical care* 

Under one of these — ^lis is the <!fne Dr. Swauev mentioned earlier^ 
made some coiniuehts — all physicij&i^s' foes paid lor^by Medictfrfe will 
bo frozen for a 15-month perioc^ beginning with July 1 of tm^ year. 
Beginning with October 1, phyjjicians wiU have the opportunity to 
ajgreo-to accept assignment for,Hll sei'vicos provided to Medicalpe pa- 
tientsHiuring the coming ycar./lncenfiv6s for physician participifiition 
include the publication of directories of participating physicians 
whicli will be available at Qocial Security and cajr^rier ofRces and at 
senior citiztins^ organizatious. AVe will also inform Medicare bene- 
•liciaries of the puolicatio^jt of this directory.^ In addition^ toll-free 
telephone lines will be maihtained by carrier to disseminate this same 
infonnation. 

Nonparticipating physicians can continue to accept assignment on 
a "casc-by-oase basis, tloyever^ in tlwjse instances where they choose not * ~ 
to accept assignment, tU'ey ave f6rbidden to increase their charges to 
Medicare patients aboVe their actual pattern of charges for* the April 
through Juno 1982 quarter. If phy!?i<jians fail to abide by this provi- 
sion, this is for nonfiarticipating pt^ysicians, they can be subject to 
civil money penalti^ or to exclusion from the Medicare for up to %^ 
5 yeai-s or both. ByArieezinff physicians' fees and bjr providing incen^ f 
tivo^ for them to liccept assTgnment^for all services/ we will be saving '| 
money for both, thb Medicare beneficiaries and the taxpayer. ^ , / 

The third arcal have is payment for laboratory testa; • 1 ' 

Prior to the !^istrict' Redt|^ion Act, the Medicare Pro^ram^ paid 
hospitals for outpatient lal>cP|tory services in much the ^Sarne wa;^ 
that wo formedy paid for inpatient services. That is, we essentially 
reimbursed laboratories on the basis of their costs. All other outpatient • 
laboratory services; that is, those furnished^ by independent mbora- \> 
toriefe and j4iystfeians, were payed for on the bAsisr of reasonable 
charges. Tl\ese Jabs and physicians wer* also able to accept assignment 
on a case liy case basis. With the enactment ,of Public Law 98--86{r, 
we now Mvc the authority to establish foe. schedules for outpatient - 
laboratory servjces. By establishing these rates of payment in aavahce, 
we \yill ftiRo l)e encouraging the same^ efficient behavior in the provision 
of qiUpiitient lab-services that Ave are with inpatient hospital services* 
Furthermore. Public Law 98-869 also modified the assignment option 
so tl^At now all independent and hospital labs are reqiured to accept 
assiflfhrnent, formerly only a requirement for hospital laboratories* - ' 
In. 4 hose cases, reiinbursemont at the fee schedule level will constitute 
fiflj leimburscment. And no coinsurance or deductible will be required 
of the beneficiary. This offers protection to the beneficiary against 
risinir out of-pockot oost.s for the Medicare Prograi^ * * 

That concludes my testimbnyv J :reemphasize the fact that T hifive 
only touched on three changi^art?)dayi These seem to be the most im- ^ » 
portant changes right now as fftr as public oninioit at this time. 

fThe i)repar(Hl st4iteniont of Mr. Tilghinan follows :] 
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PREPARRD StATRMRNT Of JOe T|L«llMAN . ^ 

TrtANK YOU FOR JHE OPPORTUNITY TO Af^PEAR HERE TODAY TO DISCUSS 
SOHE OF THE RECENT MAJOR CHANGES , TO THE. HeDIC0 PROGRAM. ! Hlfcl 
FOCUS S»>EC|FICALLY ON THREE REIMBURSEMENT CHANGES Wll.ICH WE BELIEVE 
WILL HAVE A S IGN^ fcANT >RO$l T I Ve' EFFECT ON MEDICARE PROGRAM COSTS 
AND ON CONTROLLING THE OVERALL ESCALATION IN HEALTH CARE COSTS^ 

PRO^PKTIVF PAYHFNT 

Last April, the President signed into law the Social Security^ 
Amendments of 198? (P.L, 98-71) which contained what is prpbably 

THE MOST SIGNIFICANT CHANGE TO THE MEDICARE PROGRAM sTnCE LT WAS 
ENACTED !N 1955. TH!S CHANGE IS THE PROSPECTWe PAYMENT SYSTEM 
(PPS) FOR H0SP;*TA1S. HOR OVER 17 YEARS. HOSPITALS WERE REIMBURSED 
ON A REASONABLE ^OST BASIS WHICH FAILED TO ENCOURAGE EFFICIENCY 
SINCE WE REIfiBURSED BASICALLY FOR WHATEVER COSTS WERE INCURRED. 

Since October of 1985, Medicare , prospective payments have been based 
ON standardized rates ke?ed to the patient's diagnosis rather than . 

on the previous OPEN'ENOEii.XIiSJ<-B*frSEO SYSTEM WHICH WAS A OOMIN^T 
COViTRIBUTOR TO HEI^TTn^TARE INFLATION. 

We now establish, in advance. vSet ratbs for each of ^S8 Diagnosis 
Related Tiroups or HRGs such as cataract, hip ^RE_£MwrtfW(T, h^art 

attacks, and other MAJOR PROCEDURES. JhESE RATES ARE . BASED ON THE 

AVERAtiE AMOUNT OF RESOURCES NEEDED -TO TAKE CARE OF EACH TYPE OF 

CASE. SiTJCE THE FIXED RATE IS CONSIDERED PAYMENT IN FU^L. HOSPITALS 

ARE PROHIB.|rED FROM CHARG I NG BEN^EF I C lAR I E^ MORE THAN THE STATUTO)?Y 

J)EDUCTIBLe"anD COINSURANCE. PROSPECTIVE PAYMENT REWARDS IJOSPITALS 

THAT ORGAN I ?E AND PROVIDE CARE EFFICIENTLY AND FORCES THOSE^ THAt * 

ARE* INEFFICIENT^ TO ABSORB THE COST OF THEIR INEFFICIENCY. OvER 

THE LONG RUN*; PPS SHOULD RROVE TO BE A VALUABLE WEAPON IN OUR BATTLE 

TO. CONTROL THE RISE IN HEALTH CARE COST-^./ ^ ^/ * '<^i 

t 
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The f^i IMPACT OF this system will Wt be felt untiC its three- 
year PHASE-IN IS complete, ftUT SINCE, IT B^GAN LAST (JCTOBER IT HAS 
ALREADY HAD A BENEFICIAL EFFECT. HiTH /( TOTAL' OF ^•967 OR 7^ PERCENT 
OF ALL SHORT-STAY HOSPITALS NOW ON PROSPECTIVE PAYMENT, WE hAvE SE^N- 
HOSPITaI^DMISSIONS DECREASE SLIGHTLY CONE ^RCENT) FROM TJ1E , 
CORRESPONDING PERIOD OF THE YEAR^BEFORE^ In ADDITION. THE AVERAGE 
LENGTH OF ST/TY IN ALL HOSPITALS HAS DECLINED FROM 9,7 DAYS TO 9.0 - 

DAYS. This shorter lenqtI^sof sjy is p/vrtly T^(f re^t of our 

PROSPECTIVE PAYMENT SYSTEM WHICH \nCOURAGES HOSPITAiWtO PROVIDE ' 
SERVICES TO 0UR'BENE£/CIARIES IN AN'EPtJCIENT MANNER. 

Under this new system, we continue our commitment to ensuring 

THAT HIGH QUALITY AND A^OPRIATE MEDICXl.CARE IS MAINTAINED FOR THE 

Medicare popucation ijjjS hospital setting, We will be relying! on 

SEVERAL MECHANISMS WHTC^Ie HILL CLOSELY MONITOR TO ACHIEVE THIS END. 
THESE INCLUDE PEER REVIEV ORGANIZATION^.. MEDICARE CONTRACTORSl, AND 
^FACILITY SURVEYS. In EVERY STATE/ OUR CONTRACTS WITH PEER r/vIEW 

Organ f'zAT IONS require them Ta achieve the following kinds of 

OBJECTIVES: (1) reduction OF READMISSIONS THAJ OCCUR BECAUSE THE 

J 

patient received substandard care during a prior hospital stay; 
(2) assorance that a patient received the, kind of care needed to 
avoid serious .cohplicat ix)ns; (?) reduction of avoidable deathsj 
.(4) reduction of unnecessary surgery oft invas i ve vproceduresj and, 
(!)) reduction of^avoj^abljt ppst-operat i ve complications. our 
Medicare* contractors, upon/Whoh we are also relying for the 
maintenance oP high quality gare/ will continue to screen claims to. 
assure that the care being billed for is covered and appropriately 

f I D 
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PROVIDED, AND\F|ffAtLY. THE THIRD HECHANISH. FACILITY SURVEYS. 
ENSURES THAT THE PARtlClPATiNC INSTITUTION. I.E.. THE HOSPITAL. 
CONTINUES TO MEET STANDARDS! NECESSARY FOR ITS ONGOING PARTICIPATION 

IN Medicare. We are deterhined that through th^se three approaches 

HIGH QUALITY CARE WILL BE HAINTAINED. 

The Deficit Reduction Act, mcti became law (F.L. 98-559) on 
July Ifi op this year, made a NUHBfeR of changes to the Medicare 
PROGRAM. Among these. a/»e some technical and other modifications to 

THE PROSPECTIVE PAYMENT SYSTEM. OnE MODIFICATION WILL MAKE IT EASIER 
" FOR CERTAIN RURAL HOSPITALS TO BE MORE APPROPRIATELY CLASS I F lED -AS 
REGIONAL REFERRAL CENTERS AND RECEIVE THE URBAN RATE. WHICH IS 
HIGHER. An ADDITIONAL CHANGE ALLOWS HOSPITALS LOCATED IN COUNTIES 
REDESIGNATED AS RUR/|fc TO HAVE A TWO-YEAR TRANSITION TO THE RURAL 
. RATES OATHER THAN TO^t^ECEIVE THE NEW (loWER) RATE IMMEDIATELY. 

TOKIAM RFIMBIIRShMI-NT 

IHE Deficit Reduction Act also included two key provisions which 

>RL HELP CONTROL EXPENDITURES TO THE PROGRAM AND TO THE f^ILLlONS OF 
BENEFICIARIES DEPENDENT ON MEDICARE AS A BAS I C SOUr'cE 'oF FINANCIAL 
PROTECTION AGAINST THE HIGH COsV OF MEDICAL CARE.. 

Under one of these provisions, all physicians' fees paid for by 
Medicare hill be frozen for a Ib-MONTH p&riod. beginning with July 1 
OF THIS year. Beginning with this October 1, physicians will have<- 

THE opportunity TO AGREE tO ACCEPT ASSIGNMENT FOR ALL SERVICES • 

PROVIDED TO Medicare patients during the coming year. Incentives for 
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PHYSICIAN PARTICIPaViON INCLUDE THE PUBLICATION OF DIREfTORIES OF 
PAftTICIPATINCi PHYSICIANS WHICH WILL BE AVAILABLE AT SOCIAL SECURITY 
AND CARRIER OFFICES AND AT SENIOR CITIZENS' ORGANIZATIONS, VIe WILL 

also inform medicare beneficiaries of the publication of this 
directory'. In addition, toi,l-free telephone lines will be maintained 
TO disseminate this same information. 

NONPARTICIPATING PHYSICIANS CAN CONTINUE, TO ACCEPT ASSIGNMENT OM 
A CASE-BY-CASE BASIS. HOWEVER, IN THOSE INSTANCES WHEj^t THEY CHOOSE 
NOT TO ACCEPT ASS I GNMENT , • THEY ARE FORBI DDEN' TO I NCREASE THEIR 
CHARGES TO HEpiCARE PATIENTS AB^VE THEIR ACTUAL PATTERN OF CHARGES 
FOR THE THIRD JiWARTER OF FISCAL YEAR 198^1. |P PHYSICIANS FAIL TO 
ABIDE BY THIS PROVISION, THEY CAN BE SUBJECT TO CIVI^ MONEY PENALTfjES 
OR TO DEBARRHENT FROM MEDICARE FOR TO FIVE YEARS OR BOTH, I 'AH 
SURE YOU WILL AGREE THAT BY FREEZING PHYSICIANS' FEES AND BY 
PROVIDING. INCENTltES FOR THEM JO ACCEPT ASSIGNMENT FOR ALL SERVICES, 
WE WILL BE -SAVING M^NEY P^R THE MEDICARE BENEFICIARIES AND THE 
TAXPAYERS. ' ^ 

PmW FOR LABORATORY TE STS ' ■ 

Prior the Deficit Reduction Act, we paid hospitals for ^ \ 

outpatient laboratory SERVICES IN MUCH THE SAME WAY THAT WE FORI^E^LV ' 
.PAID FOR HOSPITAL SERVICES, THAT IS, WE ESSENTIALLY REIMBURSED ^'.^ 
LABORATORIES ON THE BASIS OF THEIR COSTS. ALL OTHER OUTPATIENT^ 
LABORATORY SERVICES, THAT IS, THOSE FURJilSHEb BY INDEPENDENT 
LABORATORIES AND PHYSICIANS, WERE PAVED FOf^' ON THE BASIS OF 
REASONABLE CHARGES, iHgSE LABS AND PHYSICIANS HERE ALSO ABLE TO . 
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ACCEPT ASSICNM5NT ON A CASE-BY-CASC HASIS. BuT WITH THE ENACTMeNT OF 
P.L, ^ft-'?5^. HE NOW HAVE THE AUTHORITY TO ESTABLISH PEE SCHEDULES fOR 
OUTPATIENT LABORATORr ^RVICES. By ESTABllSHINO THESE RATES OF 
PAYMENT IN ADVANCE. HE WILl'aLSO BE ENCQURAGINO THE SAME EFFICIENT 
BEHAVIOR IN THE PROVISION OF OUTPATIENT LAB* SERVICES THAT HE ARE HITH 
HOSPITAL INPATIENT SERVICES, FURTHEiyjORE , P,L, 98-569 ALSO HOWFIED 

^THE ASSIGNMENT OPTION SO THAT NOW ALL*|NDEPENDENT AND HOSPITAL LABS 
ARE REQUIRED TD ACCEPT ASSIGNMENT, FORMERLY ONLY A REQUIREMENT FOR 
HOSPITAL LABORATORIES. In THESE CASES, REIMBURSEMENT AT THE FEE 
SCHEDULE LEVEL WILL CONSTITUTE FULL ^REIMBURSEMENT. AND NO COINSURANCE 
OR DEDUCTIBLE WILL BE REQUIRED OF THE BENE>!C!ARY. TH|S OFFERS 

I PROTECTION AGAINST 'rising OUT-OF-POCKET COSTS FOR THE HIlDlCARE 
POPULATION^ . * 

CflNCLUSIQN 

^ I fTi(# JUST DESCRIBED THREE OF THE f|DRE RECENT SIGNIFICANT 

CHANGES TO MEDICARE. We ARE OPTIMISTIC THAT THESE CHANGES WILL HAVE 

A POSITIVE IMPACT ON THE MEDICARE PROGRAM BY ALTERING REIMBURSEMENT 

system^ to encourage eff ic i en^y the provision of, care and on the 
Medicare beneficiary by our continued commitment to high quality care 

AND by the protection provided AGAINST INCREASED OUT-OF-POCKET COSTTS, 
! HILL BE GLAD TO ANSWER ANY QUESTIONS YOU MAY HAVE. 
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^ Senator "^jKreKN. I thank yon, JoerTJ^*^ Chair wonld adnpo the panel 
that I am going to a«k Bill Fino»?»ck to finish tho^cming of this 
hearing as Ave bniUl thfs record. This is very important^e establish- 
ment of tvyiitg to find art answer for some of tl^e thinire we have been 
talking ftbont today. We ai^ all partly to blaiKe for the cnrrent cost 
prol)lem. We all need to b^ involved in coming \ip with solutiohs and 
n\ gathering information and records* as these hearings do, they are 
very key in providing dif^etion and guidance toward a policy jthat 
m\\ fill the bill One o^ my collel^ues m the Senate, S<>«^J«* I>nr<wi i 
berper f rom Miniicflota, recently noted we really don't harlfii a health 
policy In this country but we do have a sick policy. The oVdy program 
wo currently have in place deals with people who are already sick 
rather than healthy, and I know that some of the things that are 
comini? up are going to be talkiffg about thi^hAnd so on, I am sorry to 
miss thorn. if 

Bill Finerfix>ck is the chief of staf coordinating these programs for 
the Joint Economic Committee. Htf is uiy senior salf member and he 
was with Senator Brooke prior to coming with me, and thisja his 
field of specialty. Those *of you who have gotten to know him-^tnow, I 
think objectively I can say he is probably one of the better mformed 
people in the Entire Congress in all these areas, so TmiYI ask him to 
finish, and 1 thftnk you, for c6ming, and I know w^mVb run a little 
longer than we all planned on. Mr. Snyder, I thyjft you are kind of 
»anxious to get g6ii\g, I can kind of sense that. We need to get moving. 
Thank you very much. 

Mr, FiNKnUHooic. Mr! Weber, do you want to begin t 

STATEMENT OF JOHN WEBER, MEBICAI SALES KEPRE8ENTATIVE, 
MIDWEST SALES K150ION, HEWLETT PACKARD CO., CEDAR 
RAPIDS, lA ; ^ 

Mr. WEBBRr Certainly all of us at Hej^lett-Packard want to thank 
you for the opnortunity to share with you om^medical technology, and 
]\ist as the medical community is being influenced by the Government 
progrnins, ^bvionsly so has our marketing and research with the 
decrease in revenue. We ha^ to address the lack of money avaijabilityt 
nnd so we are addressing the noe|ds Mid the costs of medical eqnif)ment 
by trying to prevent product lines^nd technology that are designed 
to fm\ctioi\ as productivity tools for the medical communitjr. 

For instance, the Hospital Information System, w^hich [s a large 
computer system, centralizes and processes and aids the heajlth care 
delivery team by automating the collection and processing the patient 
data. Both clinical and administrative .computerized needs can be com- 
bined and coordinated through this one central sj|^m.« 

The data msnagement capabilities \ised in cwunction with the 
])atient Iwdside monitor, nnd this is a very smnll f^mputer, very inex- 
pensive compute i: that fits in with the bedside monitor, it will collect 
and. calculate cardiac, renal and respiration data. The data can be 
reviewed by physician at any bedside or central station and can be 
printed o\it and nut in the patient chart, thus alleviating valuable 
nursing time to do all of their charting and writing, lyjpd therefore 
our hope is to allow tnore patient-staflf interaction rather than admin- 
istrative duties. All billing, pharmacy and lab i^equirements can be 



252 



248 

hofuilcd frojn oncli nuifiing unit also, thoroby maylw allovintintt mis- 
ohnrjj<'H, U\o8o soi Us of tl)in«s. crcftting woro i-cveniio. 

\Ve have inti wlHcod a wido rniVge of pVoducts in tlio last few vears. 
Last yoai'— wo uaually iutrotluocd alwut fom- or fivo now prmliicts a 
* joar. Last year wo introduced U now products. Part of the reasons 
for this ar^ the Government pi-ograins, find wo have introduced a 
nuioh wider product range. This will allow the suiallest and the largest 
liosmtaly, hopefully, to provide the product that is right for their 
neod.s, thus avoiding oversj)cnding for ,a product that could be too 
sophisticated. 

Creative financing is also available for any institution interested- in 
ow payments that can bo expensed for t^x purposes. The option to 
lease equipment over an arrauffod length of time luid then purchase it 
at JO Dorcent at the end of the lease of the payment period, and this is 
ideal for any institutions, particularly in Iowa, where we have a lot 
of smaller hospitals. 

Wo are also trying to provide Ipcal services in as many offices as 
poHsible As small and rural as Iowa is, we have three central offices 
across th^; State with two engineers in oadli office providfng repair and 
avoiding down time and avoiding prolonging the patient's stay^ 

And protection from technical obsolescence is certainly important to 
protect the mvpstment of the medical oquiDmont. And one of our 
pfulosophies 13 to nmnufactui-e pi'bducts that Will interface with prod- 
ucts Vf future generations, and wo have a commitment to be compatible- 
wit i all of our other equipment, and tho l)est way to make an analoffv 
n ,A«n» ' ntoni^or systems Oiat we have put outnn the field in 
lite '1960 k mo coipiiatiblo with the system that we arc manufilcturinir 
today, thus avoiding hospitals having to update their units by replac- 
ing every l)edsi(le unit. They can start one bedside at a time and it will 
interface with ^xisting oguipment. 

We also have^we realize that the latest.and gieatest tochnoloirv mav 
not bo iLsed if it'sNot affordable, and wo have dedicated ourselves by 
the end of the dec»d*bat wo will be the lowest priced and most reliable 
vendor on the markef,^ rhtO, I don't think this philosophy is probably' 
unujue to our coninany, but certainly the philosophy beinir adopted 
by the other medical vendors. Tkank you. 

Mr. FiNKnFnooK. Thank you.'Now, Mr. Snyder. 

STATEMENT OF JAMKS E. SKYDER, ATTORNEY, SIMMONS, PERRINE 
AIBRIOHT & ELLWOOB, dEPAR RAPIDS, IA 



Mr. hN YORK. I ai»an attorney inCodar Rapids, but like Dr. Swaney, 
\vlio stated that he was representing the interests of the medical group 
I do not tiniik I can say that I^ here ropt osentirtg the legal profes-. 
f •<>'?• Jj'ry. f y^V^' of practice, I have not on one Sicasioii sat oivthe 
)liuntijr s side of the table m a medical malpractice case. On the other 
uuu , r wo«ld sav 80 percent of my practice is in the medical mal- 
pi act 100 field in defondmg the hospitals and physicians. So I think 
the plaintiffs bar would argue with me vociferously if I were to repre- 
sent hero today that I represent their interests. 

Ilistorically ypu piobabl^y ali. recognize that the so-called medical 
malpriictK-o crisLs .started m the early lOrO's. Whether this is con- 
sidered a crisis or not is a matter «f opinion. |:he plaintiffs' bar and 
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pationte im^la tako tlio position that'it is a crisis., Perhaps tlio defoiiso 
bur ai|(l t.lu^ jn«uranco cftrriore iniglit take an opposite view, but in fact 
tlio fiffurtvs would indicatix tlm,t approximately ij.5 percent of the total 
licaltli care cost is attributable to medical mafi)rftctice claims. 

I, m my prepared statement, have set ot>t mauy statistics, facts, and 
liguros which woiilsj serve no purpose to repeat thos^ at this time. 
Hut out. of cui'io.sity, I asked my socretSiry bofoi-o coming here today 
to find out just how many medical malpractice lawsuits^ was defend- 
mg at the present tinie. And slie canie up with a ligui-e of 27. Now, you 
understand that within a week or two 1 might bo closing a Hie bVauso 
of settlement or ooticluding the litigation, but for every file I close, 
I win be opening a new one. This mei|f)s that any time I look at my 
records 1 can probably come up with approximately 27 medical mal- 
practice lawsuits that I am defending at any given time. This is a 
coumiunity of approximately 100,000 people. 

Now, our law firm represents only one of throe major malpractice 
rarriei-s. If the other two law firms ai-o defending tJie same number of 
law.suits OS I am defending, wo are talking about approxiirfatoly 75 
pending lawsuits m Cedar Rapids at tlio present time thtit are boinir 
defcudod. Now, \i^ain w^tithor.this is of crisis proportion or not 
depends upon individual obinions. 

What is thb impact on the cost of health care born by medical nial- 
- practice? I think we can talk in terms of a direct impact which moans 
money. It's gomtf to be paid either by way of premiums, which by 
the way wo are led to lieliovo by the insurer will substantially increase 
next year and probably in the yeai-s to come. So the health care pro-- 
yider will be paving by way of either promiums, or if they are solf- 
msured, they will bo paying tho judgment or claims out of their own 
pocket. This obviously, as we all know, will bo passed on to the con- 
' ""'^JJi! ■ '""^ direct impact of tho medical malpractice problem. 

What are the indii-ect aspects of tho problem ? I would suggest that 
perhaps it could lead to a defensive practito of medicine. In other 
words, the more lawsuits against a physician oi- hospital, tho more the 
tondencios might be to practice defensive medicine. In other words, 
perhaps more hospitalization, more testing, tho higher cosfs of the 
medical care. This would bo an indirect cost to tho health can«i 
profession. 

Also we should consider the cost in time and energy of the physician 
and hospital administrators, because it's not an easy proposition to 
defend a medical malpractice case. It takes much time onlho part of 
the physician, it takes much time on /"he part of the hospitflfl pci-sonncl 
to work witl; the defense lawyer in preparation for the trial of that 
lawsuit. This takes its toll not only in monov, time they could bo well 
speiuling on something else,, but emotions. It's not an easy thing on 
emotions for a physician to have to tlofend himself, nor a Ifospitalr 
This again would bo an incorrect impact on health care costs. 

There ^las lH>en much said today, and T am not al)out.to belabor the 
-I)oint, about DRG's, diagnostic i-elated group. There has olso boon 
reference to Utilization Review Progrnma. Now, this might be all well 
an'd good in.sofar as attempting to hold down tho costs of medical cnrc, 
hut I would sngtro.st that it's counterproductive if wo have what wo 
refer to Us a medical nmlpractico crisis. T would siiifgest that the more 
DRG's the more Utilization Review Programs, thji higher that p^r- 
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cen(ago is going to be of rrtcdical malpractice claim, and Uic highoir 
the cost 08 a result of modioal malpractice. I not consider myself 
an export on DRQ'a or utilization review, but I Jknow that basically 
what we are attempting to do is either keep people out of the hospital 
to begin with or minimize the stay period once they are in the hospital 
Now, how does this affeet medical malpractice f 

A good nuiny of niy lawsuits have to do with failing to diagnose 
an injury or nn illness. In other words, the^ plaintiff is alleging that 
the physician should have diagrjbsed his problem s^ner and as a 
result of that he would itot be haying the residuals he is claiming to 
have had in the lawsuit. How do we diagnose? Wo diftgnose by testing* 
This ordinarily is jlone in the hospital; So if the physician decides not 
to ho8i)italiz;e a patient and do proper testing, tlie more cliance thftt 
there IS going to Ug error in that diagnosis. So although when wo ate 
taHving about the costj)f health care, it might be proper to talk in 
terms of Government programs, DRG, utilization review, when we 
are tn Iking in t^^rins of quality of care, I think it can be counterpro- 
Alu( tive, ftud I would suggest that if we insist on this type of program, 
our liiodioal nmlpractice is going to become a crisis, if it is not already' 
thi^/Phank you vpry much. 

['Che prepared statement of Mr. Snyder follows:] 

PRKPAniCD 8TATBME3NT OF JAMlOe R. SNYDEH 

Incroftsing llrigntlon and rlalng Jury awards are undoubtedly two of many 
fa< tors nffeotlnjr the cost of hospital and niedlca) care throughowt tlu> country. 
\VI)o(bor the claim <>r award la i>ald **out of pocket" or by a malpractlcfi insurance 
carrier, It l« a substantial cost in doing business as a bealtli care provider* 

[uHurers contend that the ooutlnued and alarming escalation of tlio number 
and coat of physicians, and hospitals professional liability claims will result 
in .slgnilUant rate incrtoses this year and the foUowIng years. One insurer 
roporlH ihat since 11)70 the frequency of claims on a calendar year basis has 
Increase <l nmre than 08 i)ercent— from 8.» claims ner 100 physicians in 1070 to 
5,4 In 1089. This translates Into 5,S70 reported claims, 2.757 more than In 1070. 
iKiriilg tlu? same i)erlod of time, the claims against hospitals have rle*n from 1.8 
claims per 100 l)eds In 1070 to 8.1 claims per 100 beds In 1088. 

The average paVment per physician claim has risen from $27,400 in 1O70 to 
$58,500 in 1088. For hospitals during the same period of time, the average |>ay- 
ment for each hospital claim as risen from $11,700 In 1070 to $28,000 In 1988. 

The total premium dollars paid In 10^70 for medical nmlpractice Insurance was 
1.1 billion dollars as compared to two billion dollars In 1088. The average cost of 
nmlpraclh e Insurance for a physician Is 8.5 percent, or $8,000 for each $100,000 
in iuiurai^ce coverage. Malpractice insurance premiums account for approxl- 
inatefy 1 to a percent of the total health care cost. ^ 

Jury Verdict Research, Inc. reports that average Jury awards in me<1ical mal- 
lirartlVe cases Increased ftve tidies from 1070 to 1082 from 102,844 to 002,258. The 
HUiae research comi>ft"y reports that malpractice verdicts over one million dollars 
huroasod from four in 1070 to 46 ln»W82. They furtlmr report ^bat out ^f court 
settlements are Kro\t Ing at a corresponding rate. - 

The resiwnse of the health 'care providers to increased rates might be varied* 
with alternatives to Insurance coverage coming about In different forms. It has 
heen suggesteil hy iwci)erts in the Held that there is a move toward greater risk** 
ni^Hinuptlon by healtlt care providers. In the case of physicians* there has been an 
euierKcnce of physician owned professional UablUty insurance fcom|>anle8. In 
adtlMlon, some physicians have resorte<l to ptfietlciug without professional lla*. 
bllity coverage. Hospitals are gloving toward a greater assumption of rmk by 
the hospUnl itself, either In the form of partial or total self Insurance. 

To some extent efforts are being made to have the government, whether It be 
stal4' or federal. Intervene h) the medical malpractice problem* On the federal 
level, H.U. 5400 has been lutroduce<l and referred to the Committee on Ways and 
j\(oans. It would amend the MmUcare law to e^t^bliidh an alternative system for ^ 
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Bottlemont of lumltonl iiuilprarllco oUUjiih In iho cmo of lnjurl<?H ulkgodly arlaing: 
from heftUh r«ro Horvlcoa provKUnl uiulor frdoKal fuiHliiiK. Vudviv the h\\[, nil 
liiJilrtMl iierson wooUl b^^ fomlomHl from brinRltiK any civil luMou ngnhmt a 
Drovldor if tlio provider glvos a Written toiidor \o pay comi>onHfttlon bonolUs (an 
iH^flned In tlu* (ho bill) with n^apoct to boW* Injury. Sovoral elates luvvo «lmll«r 
lOKlnhitlon ponding, whlrli would If cnaotod iuvonipMsti (Ijc Kunie piirjwHO on a 
Htato lovol, 

lloinedloB arc also bolng sought by tho henltli caro provldorH by way of bottvr 
honlHi caro training and education lu rink nianagoniont toolinlQuoK/ No single 
nunoily will ^olve tho medical inalprnctlro dlloinuui, U >vlU tako n combinod effort 
on th© iMirt o< plo'elclanB, Hospital adinlnistrators and tho legal profOSBlon to 
l>ring about n workable Hohillon. 

Mr. FimcRFROOK. Thank you, Mi\ Snydor, In your prepurod state- 
ment, you referred to a bill, H,R. 6400, Do yoii support thnt legisla- 
tion and could you give a brief explanation of what that would do ? 

Mr. Snvder. No, first Af all I do not support this legislation. It is a 
Federal bill Avheroby a [yatient would b« prohibited from brin^fing a 
lawsuit if the health care center or the physieittn would come forward 
and make what we refer to as an x)ffer of settlement. In other words, 
the iiealth care prm^ider could come forward, acknowledge that mal- 
practice Imd boon/ouunitted, and make an offer to the injured pt^ent 

Under H,K. 5400 this would prohibit that patient from start^in^^ 
lawsuit, at least until that so-called administrative function was con- 
cluded, I for one do not ^o along with any such program. Some States 
have attemi)t<!idj and I thmk the^tate of Florida is one, that has made 
a similar enort on a State level. t;;;;' 

The Federal program would only havejto do where Federal funding 
was invWved, such as Medicaid or Medicaid, It would not apply where 
a privat(Sinsuranco company were paying the loss, for example. As 
1 have stated, several States have attempted to do the same thing. In 
my limited practice, I feel that these type programs only increase 
the problem and not solve it, I think those States that have attempted 
to come out Avith ad^ninistrative remedies, as opposed to judicial nave 
found that perhaps it only adds to the cost and delays justice. In that 
in n\any States it's been unconstitutional to take away access to the 
courts, so if we have administrative procedure it merely servos as a 
delaying tactic in finally ending up in the court procediiro*^ * 

I do not think.it has worked too well, I am not an e]£|ert in what 
these States have found in relation to their programs, bxrt^no^ I would 
not be ih favor of such a program. / 

Mr, FiN^puFUocK, Thank you, Mr. Tilghman, we heard a lot of talk 
here ioday about the patient end of thmgs, and we have noted that 
there have been signincant reductions in the average length of stay 
tmd decreases in the amount of hos[)ital admissions, and we know that 
transfers into increased costs, but whatAAssurances are we getting tliat 
there is not a corresponding decrease in the quality of care? 

Mr, Tif.tiHMAN. It I may go to my tostinmn^, ^utve Jmsioally throe 
actions that we are focusing Sn to assure there is no <lr(ii) in qtiality of 
care bocause of the DRG aj)plication. Probably the bulk^f tnat foctis 
is by the ^>oor review organizations. We are contracting Avith those. We 
hfivi} one ni Iowa, PSHO — Iowa Fotindation for Medical Caiv and it's 
going to be the responsibility of the PHO^s to monitor a number of 
aspects in connection with thtt DRG's, One is where they have a trans- 
fer to another hospital, there is a look at tho,so;1;(f make sure there is an 
appropriate transfer. it\ general a very intensive foc^is on hospital in- 
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patient cavo, moi*o so than it was under tho PSRO program, to make 

0 thoi^o is no tendency to push patients out before tliey ai^inodicaUv 
ready to bo out of tl)e hospital. We expect that to work pretty wcill, Ivb 
i\ brand-now program, both for DRG\ and for PJRO's, and ^e will bo 
monitoring t!i()so)>retty closely to make 8ure there \sj^p di'op in quality 
of call*. That is a nuijor Concern, both in Congi^ess that tliey eitpresded 
they passod tJie bill and also by oxir agency to make sure tlipre is 
no drop in quality* ' , 

M\\ FiKKurp(]MDK- What provisiona ai-e thei'e in anfclySsing the cost 
reihu tions \vhic!i DKG'a may bring about in Medicare to make sure 
that those are not simply just cost shifting, just going from the Medi- 
care program over to a private^ay program I 

Mr. liuaiMAN. That with an^ major change in Ti large program 
like Modicaro^ that we have cer^m thoughts in mind when we first im- 
pliMUont the program. We use tlie reimbursement system Us a lever to 
iMiiiTjfatmut changes that we like tQ bring about in the health care in- 
duHtry. We can usually foi^ast what the first and second level tipr 
olfect^s of that change ai'e going to be, Sometiines it*s very diflicult to 
piojcct what th^ third and f ourtli level clianges will be, and it infty take 
years to determine maybe the most significant changes tliat resulted 
f lom the oflicial level we applied. We aren^t i^eal sure what's going to 
happen as far as the shifting of costs from Medicare patients to pri- 
vate pay patients, ^ i 

What we have seen, Iowa is a good example of this, is that a lot of ' 
your other third-party insurers, such as the State Medicaid programs* 
and your major Blue Cress aiid Blue Shield and the mutuals, like 
that, Hire l)ringing about changes in their own reimbursement mecha- 
nism tQ preclude something like that ha|>pening. Tliev are moving to 
.sinular type prospective system, so I think thoi^e^is this — because of 
tho U»vor that medicare is applying under tho system, we alxj seeinji^ 
these third and fourth year effects that we didn't really plan or anti- 
cipate. Wo just wanted to save medicare money, knowing it was going 
tK> bring about some other changes in th^ way other people may pay 
for third-party care, and here m lo'wa, for example, the Medicare^ 

Ki'ogram is on our prospective system, and both the Sioux City and 
OS Moines plans have'aiso frone on a prospective system, their private 
Hues of busniess. As far as now we in the Medicare Program woidd 
monitoi* that possible cost shifting, we don't have any specific plans 
iu niind as to now to do that, but it looks like we don't have to because 
t ho other third-party payers are doing that on their money. 

Mr. FiNEttFUooK/Mr. Oakley,, in your prepared statement, and this 
relates to what Mr, Tilglunan was just saying, one of the proposals 
(hat's been mentioned was a way to avoid cost shifting, tQ go to all- 
payers system, and I believe in your prepared statement you uidi^ated 
th^t yo\i opposodNiin all-payers system. Could you explain \yhy^ 

Mr. Oakley, First of all, we would be concerned going to— we would 
()e concerned goin^ to an all-payere system without the kind of studv 
of that very question as to whether, one, it takes place, who does it 
adversely affect, and three, would that work out as a matter of com- 
petitive marketplace as opposed- to imposing regulation* Regulation 

Sonerally falls faivshort of its initial expectations of success when 
ealing with a large preblem such as this. So history alone Shows us 
: tfe^at reipulation doesn't work very well, and that is pure and simple 
rij^lation, o*,,^^^ 
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Second, lu)Wovoi% tlic initifttivosf thaj have been' already started in 
one study V and Hocond, dj^aUng with the oycMftll cost problems in gen- 
oral, scHim to be working/ ^Vnall-payor system, it seems at tliia point; 
would bo an anotnaly, at leasviu-fdAVa. 1 can onlv sjpeak to Iowa. And 
fourth, wluit ought to be of wmo concern to — ancl thiS 1 will put on my 
Bhio Cro^5a-Blue Slneld hat and take ott the industry Uatj if you will — 
is that in uuiuv States where all-payers sA^jstems have been adopted* 
they have logislatc^d the diJiTci^ential tiiat lilue Cross and Blue Shield , 
enjoys in those States right in their all-payei*s roffulation. They get a 
0 percent or 10 pwxent or '12 percent statutory discount off of what 
e^verybody else is charged. That dHferontiabi» very small and on a 
sek^ctive basis. And that's wlw ^^^^ Iowa marketplace is, frankly, so 
con\p<}titivo. So one, we shoula study it, two, those who advocate it 
ouj^ht) to look at what has occurred m other States whe^ it l\as oo- , 
ourred, Ne\v Jersey and others as to what has really bee]d|pie effect of 
it. I migJjit'Sfty thip poiirkt that ILP,C*I. the Icgislatuie, ourselveg, 
and otlwrM iy our health ^ta commission, wliich is now just getting up 
ancprunning, will go a nlig ways to ttnding out whai- is hai>^)e»ing 
wuh those cost« and what irs generating, but I think in Iowa it's in- 
appropriate at this point to considei* an all-payer system and that's 
\y 1 oppose it. 

Mr. FVNKitFKorK. Tliaiik you very m^ichVP" Ixihalf of Senator Jep- 
son, I would like t'o thawk all the panelists for app>^aring today, and 
lis Im.s boon mentioned, yoiur prepai^ed statements tor those of you who 
sumnuuiz^^d will appear in their ent^vety in the hearing record. Thank 
you. * 

The Ia,st panel is Russell Knutn, Pioneer Hi-Bved TiitornationaU 
Kdward Petras, acting director, Mcdigal ASvSociation, HMO: Boinard 
Grahek, clinical coordinator. Voluntary Hospitals of Iowa ; Dick John- 
• son, Ro<'kwell IntornationaJ^ \ 

Mr. Knuth, you may proceed,' As we lA^ntioned earlier, yo^; stated 
mont will be introduced to the record in its entirety. You ma^^lfive 
your name or you may proceed however you wish to pwcced. 

STATEMENT OF RUSSELL KNUTH, PIONEER HI-BRED INTER|JA- 
TIONAL,;iNC., JOHNSON, lA 

Mr. ICnfth. Thank you, BilL I represent ihdtistry. We are Tunda- 
mentally Central United States based> producing our hi-bred seeds, ' 
We have about- 3,000 employees, and\ we are located and have locations 
and cmplovoos in J^O-sojne States. A\)o\\t 6 years np;<} ouV health vftro 
costs ncaily doubled, Wheo wi lookp(^ at that as management and 
projected that if this continued at tlx^ same rate, that possiuly in a few 
we wotddn't hp able to provide health care coverage for 6ur em- 
ployees, obviou,sly that would create quite a problemi What we did wa,s 
to analyze what we cotdd cfb, ana what we. came ujp/V'ith was one that's 
been alluded to here a pi^eventative modicine typejapproach, one whcre^ 
wo \v^Sa^ idejdify problems at the early stages and treat then), so tneiH>' 
wouhiw less traumatic event for the emplove<^and their fart\ilies ana 
obviously less cost. And here is what^^e came up with.- ^ 

We provide full bloo^l oJ\emistries for otir employees find their 
spotises that are over the apfe of 40 annually^ ftijdUie vitals, which of 
course include blood pressure, height, weight, pijlsS ai\d the urinalysis. 
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Initially all oinployoe» received tliis^ and for thoao omjployee3 imdor 
the ftgo 01 40— ana wo ciiotje tne age ot 40 becausi it boenicd tl^at tlie 
tirst ^40,000 uiUcs go on relatively easy iMid alter tnat you need' more 
niauitenance. l^or tno»c under tne age ot 40 we provide tiie basics 
ngam wnicn proviaes blood preawUre vjiieck tor eariy detection of hy- 
pcrteusion, t^tiil one of tlie mojor killers in the worlds particularly tne 
UniteU Stutcij, We also provide a urinalysis which then would also 
address the number three kdlcr m the ^yorld* or at least a detection of 
glucose spillover for diabetes, iSo Nq. 1 and No, 3 are addressed by 
under age 40, This is done annually and it is done in the workplace. 
1 think it's important to/^ring medicine into tli6 workplace and wo 
undoi-stand it the Imt wb can as lay people. It's done on company 
tunc and it is company paid for. Breakfast is furni&lied for those of 
us that need to fast our 8 hours, and I think tliat^ an important ele- 
ment in the employee relations. It's a time to talk about our healtli 
problems together. 

And in thnt same vein, every aspect of it is completely confidential 
and private. The only thing as the corporate administrator of this 
program, the only thing I provide to the company kre statistics ahd 
trends so that we can analyze and provide moi'e funding for'aA even 
complete and better program. What really turns out is itoopom^s very 
public, because oniie the results conie back to the employee, and^itas 
mailed to their home along with an explanation^ a lay pei^on explana- 
tion of all t^sts that were tViken, what happens is that those tnat have 
elevated tryglycerides are usually in one corner of the break 'room, 
and the diabetics arc in another, and the elqvaled cholesterol an\l blood 
pressure in another; talking over what they arc doing and what thoir 
doctor prescribed, atid it makes a very supportive group for elk^h of 
those, two of which I am a part, and it's a very satisfying feeling, 

Now, I want to entpliasize this is provided for emnjoyees and tneir 
spouses, because we provide health care for the family. We have — it's 
vohmtary and company-paid-for as I indicated. We have 97 percent 
voluf)tary participation by our employees and 70 percent participation 
by on 11 spouses. 

Tn addition .to the testing I have told you Ubout, we try to do an 
additional tost each year that is of concern to the medicarfeotiimunity. 
Some of those that wo have done so far are the llemoccult, Ti^wus eye 
test, audiometric, pulmonary function, and so in the sequence of 4, 5 
years wo have exposed employees and their spouses to some medical 
functions that they can do on tlieir own with their,own physician to 
have a more complete and more aware type health program. 

We al,so have two incentive progrartR called COP and TOTE, COP^, 
or cut out puffing, and we all.know that two pack a person shortens 
life expectancy on the average of about 7 years, and obviously thoir 
health care cost^ are higher. We ^ay employees $150 to quit smoking 
for 1 year. If they continue to quit smoking? the 2d year, they receive 
another $75. T think if you wanted to — I think it's one of the most cost 
elective things that we can do immediately. Obviously with the to- 
bacco industry s|>ending about $2 billion A year to encourage you jto 
smoke, it's a tough program to promote, telling it like it, really is. 

On our YOTE Xerogram, trim off the excess, much more successful. 
Yoii have automatic media supporj:. Every magazine^ newspai>er, and 
television tells you how healthy it is to be slim and trim, ana fast, and 
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* . walk, "and trot, ami ride bilco, and swim, and whatovor. W« aro no 
different than tlu> national ayorages. -Abont 39 porcont of our cn>- 
ployoos did mnoke and Ht) porocnt of otir on\ployoos wore ovcrwcigla to 
ilvo'tuno of 29 pounds. Thai's about tuitional avor%c, Hotli of ihoHo are 
cost-olTective pVograms. AVhat's hapl)encd in those* I woiHj^likc to 
share aomo bottom line thiiiga now. . . , ... 

What's happened, the first year that wo did ourjuytwlv t<»stjpg, () 
/ percent of all our-envployeos had at Ibawt one siffnittoaiit. abnormality, 

one tluU needed hnmedmto medical attention. Today, 0 years later, 
six-tonths ©f 1 percent ai-e in that category, and J 8uaiH>ct half of that 
are new oniployees and spouscK coniiiui; ou board, I don't know that, x 
suspect that. Which tolls us thei-e has Oven signiHcant lifestyle changes 
of employees and spouses, «iml/oi- thoy J^o on VioP^^i" medication. Now, 
toindnstry that's bottom lino, those are ilolhvrs. * ^ 

For incentive programs, 16 percent 6| our emplo\«ces have quit 
.smoking, and we have lost over \ tons of waste. Now, 1 think there is 
arfother it^sue along with the dollars. That most of the hie e.^pectaiicy 
lost through overweight and sn\oking is not through the productive 
yt'ars. .lust watch the obituafy columns and they will tell you they 
usually happen between CO and (59 .years /)f age. Motuung that after 
working ;iU, 40 5'ears, you are going to die iiVis yciuV? n<tcr you retii-e. , 

So tins program not only helps the pwductive years, I think, and 
it's in line witli Pioneer's, philosophy of staying with the family and 
wanting the employee to enjoy the well-earned twilight years or whiJt- 
eyor wo would Ulke to call them. ' m 

AVe feel that this program— we beli€Ve in it, and regardless of how 
indepth pix)grain that any company would have, I.think any endeavor, 
whether it be blood pressure clinic, an awareness, a poster campaign, 
^ they are air winners, and I would support and encourage every in- 
dustry to become- involved in this, and help tltem«olves. I>ottoi(n hne 
ifcllars are that (5 years ago our costs were $980 per omploytre. bix 
/ ' years lateuMve (ire' looking at $1,130 per empKiyce. At the "orir^ 
/ ruto of inflation 1 think iPfi rea^pnabto to.WTieve that we wonld be 

looking at $2,500 per emlployoe today Avithbut preventative medicine, 
whiehls in the tune of $'1 million a year, and might be why we afllrm 
' ' and l)elio^1^ in the prograinsjso strongly. And probablv.tho most 
important thing is tliat our dnployecs look at our health screening 
■ . ^ program as one of thdir most important benefits, and that is Avhat it 

was really designed to do. Thank you. , „ , 
^ t'Tl>« Pioneer Hi-Brod biipchuit referred to follows :J 

/ . .... 
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III Bilditloii to Iho Health Guard proftnini, two 
inoontivo proframs arr avaUablo for lho«e ihnt 
qualify, 

T O T E. ^ tROI OFF TIIE EXCESS 

On the averafo, tiro oxpoctan^i^ ahortoiied ono 
year for each 10 pounds of ox 

We will bo usinf a weight c 
and ikeletal itructure recomm 
Blue Shield to determino thote 
T O T Ii program $5.00 will b 
lost down to the doaJred wo 

I'or niahitainliig ihc dcilro^ 
additional year a $75.00 gift of yonr choice will 
be offered. 



rwllghl. 

krt cased on height 
[dod by Btuo Cross- 
jglble for the 
[d for each pound 

AToight for an 



CO P. ~ CUT OUT PUrTiNG 

Two packs per day i^i the average xhortens life 
ex|)cctancy by 6 yeanr > 

Quit . smoking for one year ait4 you will receive a 
$150 00 cash award. / 

Abstain for another yo«r^nd you'll recci¥#^ 
$75 00j|ft of your choice. /7 

l-or iiifonnation rcgafdiug the Health Gimd 
program contact ypur Division Health Guard Co- 

ortHnator or the limployec Relations Department. 
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THE ^ 

HEALTH GUARD 

V PROGRAM 
y ^ FOR ' 
PIONEER EMPLOYEES 

It is becoming | 
more «nd more evtdonl ^ n 

that medicine and technology aldne oanpot ^ / 

adequately provwil ^ izeat the mnjor dlMasei of 
modern society. Instead, To should re6ognizo that how 
wo live can detendLie how long wc live^ 

Therefore, Pioneer Mi-Brtd Inlomationlil. Inc. 
has initiated a voluntary, cost-fro^ealth screenin|( prograin< 
for employees, to afiUt in ktentifying and Iroating 
potential health-rolated proMcnis. 

Over the years. Pioneer has addetl i^any pnsgranu 
to help oinployees and tlioir families co|>e with 
the flnaiidal probleiiu caused by serious lllneu. 
At the same lime, wc recognize that helping prevent 
serioiu health problema can be an even greater benefit. 
Garly detection of |H>tentiat probtonis can make this possible. 

And that's what Health Guard is all About. 
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Mr. FiNEUKiKXjit^rhnnk you very much. Mr. |?otras, please procei^d, 

STATEMENT OF EBWARD X PETRA8, ACTINO DIRECTOR^ HMO 
MEDICAL AISfg{^^TIOH> DVRUQUE,jjpA 

Mi^^:iRA8. Tlmnk you. Prepaid health plans or health maintenance 
organizations (HMO's), as t^y lave come to be known, oflfer a viable 
alt/ernatiVe to modifyinjc^the giojjiig cost spiral of health care costs. 

As an altijrnative HMQ*s do i^Wprovide ul^iate and Complete solu^ 
I ion to the cost/beneHt di^inm/hWever, do mUke significant changes 
in health care delivery syst^^t^^A^b^^ elements exist >vhiclrmakc 
' them feasible. 

These key elements are : 
First : ifigh benefited employer ||foups with large fii^t dollar cov- 
eml health insiuance plans complimented with low employee contri- 
bution levels tor monthly premiums. 

Second: Benefit programs which attempt ti? avoid unnecessarv and 
routine health care' expenses by requiring an inpatient setting for 
reimbiu\sement. ^ 

Third: An ovor-supj^ied seller base— hospitals' and physicians- 
developed in an uuorgi\nized fashion* so that the delivery system is 
nonexistent in a structure format. 

Foufth : A long-established ix)pv»lation base of a-minlmum of.6(),000 
to 1()0,{)()0 to coll vert patients into plan membei||n the insurance strdc- 
tured prepaid plans contracting with local ph;5^ians, and a minimum 
of 3()0,()00 persons in a transient population to establish a staff model, 
salarted physician plan. . . . • 

Vriie IIMO has a numl>er of koy elements which distinguish it from 
the traditional^ fee- for-ser vice reiml;^ursement arrangement. 

P^irst: Prepayment of services on a monthly bflsis with a preinium 
similar to an insurance plan. 

Second : Medical and lioSf)ital utilization goals which ar^itn\'er than 
the average for the comnnmity and requiix> behavior modificatioi> for 
medical practitioners, hospitals and plan members >o avoid excessive 
over-utilization of services. . . ^ 

Third: A vohmtarily enrolled member base which is committed to 
the program for a IS-inonth period in order to maintain the'levenue 
base and \}f t uarial soundness of the plan'. . 

Fourth: A financial risk/reward iH^lationship with pli,ysioians and 
hospitals to develop ownership in the fiscal and utilization goals es- 
tablished by the plan. 

Fjfth : A' i)rcdetermined set of benefits which'attempt to assist in the 
modification of physician/patient habits while developing an attrac- 
tive l)enefit alternative. t 

Sixth : A statistical base of data to measure programs against plan 
utilization objectives while providing, information on a day-to-day 
plan management- * ' ' 

Seventh: A patient education program *which seeks to stimulate 
interest in habits concerning nutrition, exercise. iSmoking and alcohol^ 
which significantly contribute to eventual health deterioration, 
"HAfO^s have proven that in. the rijqfht setting they can reduce t?osts 
by slicing qare to an outpatient sfetting from the traditional hospital 
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based oarc without jeopardizing the quality of service provided. 

This was docunieuted by a Jolina Hopkins TTnivernity study com- 
pleted in tho mid lOTO's whicli indicated that the quality of cai^e is 
maintained while rodiiciiig inpatient coets some J8 percent to 20 
. percent. . ' r^ 

Tn the past 0 months, a major study prepared by Rand Corp- 
ha8 added further proof to this data base nsmg a long-established 
prepaid program in Seattle, WA. 

Tills does not mean that the HMO's are flawless in their success 
rate. The late 1970's were marked witU a number of plan failure?^ 
similar in cause to company failures itt other industries. 

Most wei-e undercapjtaHzed, ill-managed, inappropriatoly struc- 
tured, or conclusively imfeasible from the start. As mentioned earlier, 
there are certain ingredients which are necessary to enable them tOj 

survive. * * ^ ^ t 

These elements of failure ai^ not the sole proprietorshilT of the 
HMO industry. However, feasible, well-capitalized, and well-man^ 
aged HMO's can make a significant contribution in bringing a com- 
petitive element to the healtli financing marketplace and bring struc- 
ttire to the delivery system by orgatnzing providers and hospitals 
into a formal structure. 

The significant presence of HMO's can spawn further I'caction 
from the marketplace by other HMO's sponsored by Blue Cross or 
insurance companies, Preferi^d Provider Organizations (PPO's), 
plans which offer price discounts and quality assurance review similar 
to the foundations f* medicftl care of the late l960's. Also, a signifi- 
cant HMO presence' can develop dii-ect provider <jontracting with 
l^uyers such as employers, the Health Care Financing Administration 
(HCFA) and the State Welfare I>partment to innovate change in 
both private and public financing arenas. 

The future of HMO's will require adaptation and flexibility jn 
the ma^tketplace. The concept itself thrives on efficiently competing 
within tlie iumtth care marketplace, which perhaps has become some- 
what margin fat through the years of constantly feeding bv a cost- 
plus reimbursement system. Just as reljablo as the laws of nature, 
competition in a "real marketplace" has always caused sellei-s to 
carefully consider duplication of services and inefficient operfition 
and growth in quest of a ccmipotitive price. 

This likewise will romoVe lie inefficient HMjp's as the level of serv- 
ice and financing becomes ntore efficiently balanced. 
' No one can foresee how long before that turn-around takes place; 
however, the marketpl^le pressui-es of HMO's, PPO's, DRG's, direct 
contract rolationshps, seli insured employer trusts, accentuated by 
over-supply of providers and facilities may certainly accelerate the 

process. , i -i - ^ # i. 

A majoiviuiderlying question remains as the elements of cost con- 
tainment collide over the next few years and that is, while costs may 
begin td level, when will one know where the quality tlireshold has 
l)Opn jeopardized. 

Mr. FiNKaFiKK^K. Mr. Grahek, please proceed. 
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STATEHENT OF )I£RNARD M. QRAHEK, O^tKIOAL OOOSDIVATOR, 
yOtUHTARY HOSPITALS COOPERATIVE ASSOCIATION OF lOWA, 
CEDAR BAPID8, lA 

Mr- Grahek. Thftnk you. Voluntary Hospitals Cooporfttiv© Aflsooia- 
tion of Iowa, kiiown as VHi, is a g^^up of 14 hospitals located In , 
contrRl and eastern Iowa, which liefiS'bcen looking to the future to 
nsj^ist in the preHcrviutf the health cpw delivery systemon rural Iowa 
by creating a system of local not-for-nrofit hospitals that meet stated 
criteria which strenifthon and Qxpand voluntarism in the health care 
field by improvinj^ the efficiency and effectiveness of each member hos- 
pital and increasing their competitive position iii the health cure sys- 
tem and by sharing Hieir efforts to provide the l>est possible care 
through large* system (advantages while maintaining local initiatives 
aivl mrection. vHi is a nudti-liospital sj^'stem. It is a system wdiich 
takes advantage of the national multi hosnital system. The Voluntary 
'Hospitals of America. /rhis is niade possible throujfli the inond^ership 
of our "anchor" hospital, St. Luke's Hospital, Cedar Kapids. lA* 
Through shai*d effort^?, the menibers take advantage of the regional 
nud(i-hospital sjj^UMn whereby local hospitals in both rural and urhan 
Iowa share simdar goals an^ woi;k to^Vard the common good, that is 
to gJivo the patents tliey sei've the best possible care bf tl\e most oco- 
uomicaKmeans. 

The Vlli is a partnei^hip — all members have equal voice and vote. 
I^cal control is pivserved, and all members are encouraged to use the 
systen> and utilize its programs. We arc in existence to preserve vol- 
• untarism at the expense of the for-profit sector. Our ^oal is to maintain 
local autonomy and control. / 

The VHi hospital is a strong, not^for-proftt, volupfary Uospital. It 
is mdependont of any other system or group, with^ronj5> enlightened 
leadership, and compatible in goals, marketing, and patu*nf ( are phi- 
losophy with other memlwrs of the VHi orgi]^ni/*ation. 

This partnership is an innovative program offering services and re- 
sources enjoyed by the shareholdei^, as 1 stated earlier, of the Volun- 
tary Hospitals of America. The Voluntary Hospitals of Ainerica.is thV 
largest hospital system representing voluntarism, wliose mend>ers are 
ail very prestigious not-for-profit liospitals located throughout the 
United States. 

Economies of scale savings are obtained through group piUThasing. 
Piirchaslng contracts negotiated by VHA, in pharmacy, capital equips 
ln^nt, n^edujal/surgical supplies, refei^nce laboratory, and forms pur- 
chasing. In addition, VHi l^as negotiated 15 local contracts ranging 
from food purchasing to linen purcnasinjg. ✓ 

Technical services are l)eing studied and esmblisht^d to j)rovide the 
rural hospitals with technology not financially feasible tor them Uj. 
provide ^'in house." VHi has re<Jentlv placed f mobile echocardioMy<^ 
unit at the disposal of nine hospitals in rural lowa, eliminating the 
need for the patient to travel, keeping the patient in hifl community, 
while heing given the latest in technology and professional experf^e. 
Other technology is in the planning stag© and will bfe made available 
i n the f utu re to tlie sanV^ r uraJ hospwals. 
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' As you huvo Kotud oarlicr in the testimony by Sally Miller of Ana- 
ino»a CJouununity Hospital, ho many times that hospital is the focal 
point of the eonunuuity, the only center of health oare services, and b^^ 
and lar^^ the larfjest euiployor of tho given cpminunity. and therefore 
these kinds of thmg« will make it continue to be a viable part of tlio 
rural community. 

Sharing, eliminating duplication in marketing olforts, community 
relations, and other disciplines are i?oals of tlie Vlli, Sharing profos- ^ 
sional personnel and oxportio<!^ is obtainable through a multihbspital 
system. 

* Pharmacists at St. Lulco's Hospital, for example, can certainly act 
as consultants to tho pharmacists of tliQ rural liospitals that ai^ mom- 
Iwrs. These are tlio tvpos'^of things happening wliich virtually elim- 
inate tho hii^h cost of consultation v\rork. The VHi system is designed 
to have the financial bonelits go to its members and in turn^^ho patient, 
atul not to a corporate profit. 

Productivity and oflicioncy is paramount in tlio hospital industry 
today. Vlli is actively engaged now in development of a nrogram for 
its ineml)er hospifals, with a meaningful data base, to establish needed 
parameters in producing units of service that can be compared, and 
that the iHond)ers cau'assist one another, if they have a lx»tter mouse- 
trap, so to speak, than another uioniber, then they can share with onfi 
another to do a bettor job, . £ 

We have boon in oxistonco only a year. Many dollars are being saved 
by iho members of tho VHi. Many more will be saved in the future be- 
cause of tho members' commitmont to tho system ani^to one another. 
Sharing foi- the common good is pjiramoimt. 

Providing community health care services through voltmtary, not- 
for-profit organizations has a rich and very successful tradition in tho 
Uni(e(l States. Ih most cases, not-for-profit hospitals wore est^tblished 
to meet needs identified as'important^to tho community, but not amen- 
iiblo to private, for-profit or governmental solutions. Not-for-profit 
liospitals lijfive l)cen responsive to comniunity needs, funded throuj^h 
loc al comnumity elTorts,. and have traditionally reflected community 
control in their organizational purpose and design. 

It would l)ehoove the Government to harness tlie bureaucracy tlmt 
they have established and the many, many regulations that have l)een 
forthcoming fr^in the bureaiicracios, because only through this has 
high cost continued to go al>out. As Senator Jepsen indicated, that the 
Senator from Minnesota stated we did not liav^'a health polk^kutii 
sick policy, T would suggest that the sick policy is in the ^^lUjflP^b 
the Federhl Oovenntiont and that the people of this countfl|||^^^ be 
well served if the Congress of the United States would indeeanWiess 
that hureauci ftcv. Pioneer, vou heard just a moment ago* they have a 
health policy, they Iniow what it^s nbout, they ai'e working towftrd a 
goah T am certain the GovernniAit did not come in and establish their ■ 
regulations and rules by which they are operating. ^ 
v> VHi is committed to preserve the quality of life for all Towans by 
having its meinhers ofTective to meet the challenge now and in the 
future. Thank you. 

Mr. FiNKRFRocK. Thank you very much, Mr. Grahek. Mr. Johnson, 
plortse proceed. 
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STATSMENT OF G. RICHARD JOHMSOH, ROCKWELL IHTBRITA- 
TIO|TAL, CEDAR RAPIDS, lA 

Mr Johnson. Thank you, liiTf. I hnvo.l)oon ftskod to comment today 
Oft what RockAfrcll International hero in Codar Rapids hm dono to 
ftddrciHB health care cost containment and also our observntiSns on what 
-IS needed Ijere in this community of Cedar Kopids. 

The health care system in Iowa and this Nation is imdergoing a 
transfornjation, changing the way wo receive and pay for health care. 
These changes w-o ot^curring because private citizens and leaders in 
business, latxa^toovcrnment. medical care and other groups have 
learned an ox|^ive and valuable lesson: In the health care ttr<nrj«, 
business as usual ifl not always good business. At a time when corporate 
and personal budgets are tight, the purchasers of health care, such as 
businesses, unions nnd individuals, expect purchasers of health care 
such as businesses, wnions and indjviduals, expect purcJmsers of h<tnlth 
care, such as busineases, unions and individual, expect elllciencv in the 
use of then- health care dollars. This rwiuires the health care delivery 
s^Vstenj to use its financial, material ami lunnan resoin ces as cost effec- 
tively ns nosaible. 

Cost of health care has had a umre dramatic inipact on- corporate 
co.st.s m recent years. As an example, Rockwell's health care e-Xpendi- 
turcs for its Cedar Rapids-based eniployees have increa.sed an average 
of 15 percent each- year for the past 5 years. This cost escalation di- 
rectly affects ouV overhead cost and in turn, the cost of our product. 
If left unchallenged, this rate escalation would price us out of oin- 
highly cotnpetitive umrk^^tplace. 

To respond to this issue, Rockwell, "like many industrie.s around the 
country today, has undertaken a variety of activities geared to level 
the escalation of health care costs. 

Since 1981, Rockwell has been involved in health care nmnagement 
activities that include hut cei-tainly are not limited to the followi^ig: 

In January of 1981, Rockwell imnlemenie<l an in-hou.se pharnmcy 
for its t>mployoes.and dej>endent.s. Cm-rently, our pharmacy fills ap- 
proximately 120,000 pi}oscriptions each year and has save<l several 
hundreds of thousands of dollai-s. 

Si nc<* «T\ily of 1981, Rookwoll has l)Oon very active in both tlio state- 
wide healtli coalition, the Iowa business W>or Coalition on llealtli, 
and the local Cedar Rapids coalition, the Employer's Health Associa- 
(ion» These coalitiona are important in that their mfenibership is com- 
prised, of b\isiness, 1al)or, pfovornment and healtji cdVe providers. This 
publio^irivate partnei-ship has l>een instrumental in conducting? on- 
ffoing steps to better munapje otir health care costs snchlftvS : 

Traivsformlnff the State's Health Planning. Agency mto the Health 
Policy Corp» of Iowa. 

St im\dating cooperative dialogue betwe<>n purchasers and provid- 
ers of health care, 

Recommend in^y clianges byV^nployei-s from "first dollar^' l>enofit 
plans to cost sharing plans that include incentives. 

Supporting the creation of the Iowa Health Data Commission to 
make information on hospital and physician charges available io aid 
individuals in their health care decisions. 

' . 26/ 
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Dovoloping public odncalion cffovtiT to incrcft«o (ho aAvftroneas of the 
health care cost pr<)l>h)iU8. 

In 1082, Rockwell iu) pi omen ted several revisionsio its l^ealth benefit 
plan to decrease ovorutilization of medical services and to oliminato 
ynnecessary care. The plan provisions include the following: 

Implementation of an up-front dodlictible Jtor all nwdical servii^es 
of $1(K) nor person, $200 per family. W ^ / 

Establishmont of a 10-pei*cent employeo^opaynient after the 
deductiblo. 

The addition of an incentive which provides 1(K) percent coverage 
rather than dO i)ercent coverage after the deductible for the services 
that could l>e handled in less costly settings such as : 

Ambulatory* surgery, si^cond surgical opinions, extended cure/skilled 
nursing facilities, home healtli care, maternitjvbirthing centers. 

As an ongoing effort in tlie last 3 vears^ we have been providing 
material and information to out eniployee/dependent population on 
the cost of health care. Wise an^ prudent buyers utilize delivery 
system properly j|nd also theoptions that are available for an im- 
>roved, healthier lifestyle. This education and awareness effort has 
wen conducted through emuloyee meetings, internal publications 
and letters to the individual nome. 

To further impact our heal^ cost containment activities and to 
improve our education progrfl|||ls. we have been working with our 
insurance carriers on {>roper heftltli care management. These ongoing 
activLitfes center primarily on : ^ 

Improving carrier admmistration'^!^>f otu' benefit contracts relative 
to cooiMiination of benefits, subrogation and ineligible payment 
enforcement. 

In addition, to develop specifi(J^health cost management jxjports 
that will a^ist us in identifying specific problom areas* either in the 
purchase or delivery of care, and in identifying furtner needs for 
employee education and awarene^. 

While those activities ai'C necessary and have provided results, 
additional acuon is still required. Each element of the health care 
delivery system has unknowingly made Itfcontribution to this health 
care cost problem. It will take commitment on the part of all the 
parties to resolve the problem. If any one segment responds with 
change independently of the other segnaents, negative impact can 
result in the form of cost shifting or a decrease in quality of care 
for certain individtials. The Government> i^ the 6ne segm^t that has 
most visibly made changes through the I>PG, prospective payment 
process recently implemented. It is frequeiUly argued, and has been 
arj2jiied here earlier today, that these chan|B;es potentially have ap- 
peared as cost shifting and also a' decrease iiijyyiality care. 

Therefore, all sem^entsjpif the health carwspoctrum must work 
together to objectively devemp a means to do\wi-size a massive health 
*care system that has cost inomciencies, and at tlie same time maintain 
the present status ^higliquality. If offectivoly accomplished, the 
potential for ne^rtlil|tim|5lRt can be Ifessonod. 

The health £ar*^elv^jry segments in Cedar Rapids are diligently 
addressing tlij^i^sues to arrive at worlcablo solutions. In January oiF 
1084, the Community Advisory Counc%lrfin arm of the local coali- 
tion w>mprised of moinbers from busine^labor; physicians^ dentists. 
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and )io8piUiiH jointly initiulod a project to develop innovative ideas 
and concepts on liow the ooinnumity as a whole can cooperatively wovk 
toifc^hor to improve tlie efficiency of our health care delivery system. 
Tlie uiitial pha«o of gathering thoughts oiul ideas has been completed. 
Tlie sec ond phase of procuring a consultant to evaluate and analyze 
this infornuition for the purpose of developing a coinnumity-wide 
health strategy is currently in process. This type of ^W^vity is critical 
to this ccftniniuiity as it has tJlio clear potential pf bnnl^ing a model of 
success in proving that private sector initiative^an. achieve a resplu- 
tion to the hoaltli caixi cost problems and do so^ln th&ipest interests of 
tlie conuumuty. The emphasis must continue to ltfj|6^cit^d upon joint 
health care planning in this community. Thai^wKu very much. 
Mr. FiNKuracx K. Thank you, Mr. Johnson. 

At the hearing in Washington, one of the points that was iViade by 
ChrVslcM* Motor Co. waa similar to what both you and Mr. Knuth have 
montioned hero, that tliore is a dii-ect cost in their prmluct as a roault 
of health costs. Chrysler, for example, has estimated that $500 in costs 
of every oar thev put out is dii-ectly attributable to the costs of health 
on re they provide for their emploj^eX^s, and a number of companies are 
doing some of the things that you are doing. Do either of you, both 
you. ^fr. Johnson, Mr, Knuth, believe there is applicnbility of some 
of the things that you are doing witlr regard, to tlie Fecleral level 
progrnnis? % ' 

Mr, JonjNSON. Oh, T certainly think there are. I believe that some of 
the initiatives that private industry has taken may have applicability 
to the Federal Oovennnent and som^ of the programs that exist theix*, 
T also think that, to expand on your question a little bit, tliat we caij 
learn a lot from each other in what's going on within this whole healtli 
rare luoVemont, and we certainly exchanire infoririation with* other in- 
dustries and across the nation. And I think if we can work in com- 
municating this issue and try to have us all better understand the 
olenuMits and to make sure tha^ all people understand that not one 
piecT of pie that's at fault, that^ if we' can work this from a cooperative 
standpoint, we all have a lot to le^rn ftud a lot to gain from it 

>Jr. FiNKurno(*K. Thank you. Mr. Knuth. 

iNfr. K^ftnii. Yes. T a^ree, but T would like to make a cpftiment and 
aceopt some ivsponsibility as industry that over the yeafs^we beooine 
somewhat nuvternalistic, provide full care and therefore eliminate the 
iiuTutive of omi)loyees to look at Iwtter ways to contain costs ancl 
better ways to intpleme'l t health cafe, and tliat on a 50-50 basis we 
probably were more like 28 in not providing tbose incentives, and it 
could he that's why we as industry then have taken a vertical approach 
and turned around aT>d tvent the other way. I thiftk we do need to* 
accept that respoiisibilit/. 

Mr. P^iNF.untoi'K. At Rockwell, and T believe at Pioneer also, you 
mentioned you Have an information insert program Avhere von peri- 
odically .provide your employees with information, and T In^lieve Pio- 
neer has a similar program, if I aiir\ not mistaken, where you have in- 
serts that go into naychoeks on health care? 

Mr. Knittu. That is correct, and we'have quarterly nuiilini^ to our 
employees, plus we have a newspaper for each of our 22 divisions and 
one sectiou iis^devoted to wellness in each issue. 
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Mr. F|NKiiFmM K. Ono of the— I have scon soino of the msorta.tliat 
you put in and i( stnu k lue that nuiny of those woiihl Ik> bonofioial for 
uniny of the nle(H^^wro bencficirtrios, ami soeing as most of those people 
Kftre re('(Myinff Swial Security checks, we couhl very easil/put similar 
types of inserts into Socu\\ Socnritv cheeks. Is thfit a very eostlv pro- 
gram for you ? ' ' ' 

Mr. •lonNsoN, Not really. Once you heji^in to print thejse, the costs of 
printin^i: <hos4» In^con^es very, very snnill. And wo also take advantage 
of th( .sT publieatlHiis that ai\> aA-ailable from other souives, IIOPI, or 
lihie Cross Hhie Shield or Metropolitan, or other people that provide 
good inforniati()n in this area. We don't hesitate to \i;3e their informa- 
tion if ifs nu^ninjQ^ftd and supports what wo arcv trying to accomplish, 

Air. FfNKHiFnocK. flow nmny— Mr. Orahok, how many Iowa hos- 
pitals are menilnM-.s of «he Voluntary Hospital Association ^ 

Mr. (}UAitf;K. As I said, 14 presently, 

Mr. Fixw^Fmn ic. Aijid they are all afliliated throngh St. Luke's? 

Mr. (JiuuKK, All artUmted through the anchor hospital, St, JJike's, 
and the rea.son for that, as I said^is the member or the shaiTiholder in 
Hie Voluntary Ilospilals of Amonca, an^^ all those servieej^, assistance 
and (level()U^u can come only from the voluntary hospitals Wause 
of that S^/T^^'stioin, 

>fr, PiNKUFUocK. Arc those primarily rural hospitals then or is there 
a nrixtnre? 

Mr. ( iRAiiKK. It's a mixture of niral-urban, and as I said in my testi- 
niony, what we are striving to do is to keep a health system intact in 
the.State 6f Iowa. We are a rural State and I think t^iose ^Kjople in 
rnral Iowa need as ^ood a onality of care as w(^ got in the urban areas, 
and so in our situation we have linrlington^ Davenport, Clinton, Du- 
bn(in(s Cedar IJapids, Waterloo, which we have now Manchester, Ma- 
nnoketa, Henry County in Mount Pleasant, Fairfield, and Boone 
County, and Fort Dodge as the hospitals that are represented in gnr 
grotip. In addition to that, we have Anamosa, John McDonald in 
Mont irello, Vinton, VA (Jay Hospital, that are all afliliated with 
St. Luke^s in a management situation, so they too benefit from the 
progianiJ^ at both VHA and VHi, Thi^ country is going to see by 
1990, 25 .such systems such ns\ Voluntary Hospitals of Anirfica, and 
jvour for-profits, Health Care Corporation of Amenoa andTso forth. 
That will Ih>> the survival mj)Chanism for the hospitals in this coun- 
try, one of the survival rTtechanisms, Hospitals will not he ablb to 
stand on their own an(J survive, A\^hether ^hey be urban or umd. 

Mr. FiNKRKKooK. Yon have a similar situation with HMO*s>^ don't 
you, where a lot of them are having to become afliliated or in some 
way affiliated with one another so that it's not just that yon need HMO 
in a pa rt icidar conunnhity but as part of that system ? * 

Mr. PfcruAs. Well, the concern von have i.s that ^\ don't recreiite 
Blue Cross and Blue Shield. We firndy l)elieve thaotdiat wo want to 
do is maintain l^cal control l)ecanso that's where you get the most re- 
spon.sive changQito .utilization. However, as the ifinal fcommitmont is 
ffrawn, and I think this gentleman is correct, bigness will l>e the word^ 
networking with the (h^ersupply, there will be iH^lationships where we 
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.may ovcrLiavo- -next, will yAxy^XK^im groups going tog^>thcr to pro- 
vide «crvmo8 on a direct contract bnsia with njajor lonil HcrvicoH. 

Mi\ FiNEKFmx^K. Docs anyone have any additional comincnta they 
would caro to make in closing? Thanlf you all for coming today. 

If there m\\ anything olao then, the comnuttoe now stands 
iidjourned. 

[Whereupon, at 4:50 p.m., the connnittee adjourned, subject to the 
call of the Chair,] 
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(Pronl the Cedar Rapids .(Gazetv^e, Aug.. 30, X984) 




By Vanttia tMlPit 

St^iraling co»ti art nMMUni htaltli Mr« unaffonlal^ltt, 
•ccoHini to ieitlmony Wednexlaiy dUHiil • m(M*- 
•tonul forum on h0«lth o«r* ItiMM in C«d«r {Mipi4>. 

Ptrenta faced with obtaining projMr tnedioa) «*r« for 
(hrir chndr«n. hoapHal adminittr^torf itrapt>^ with . 
budgetary r«itHctiont, tttd induttrial reprtaentatlvoa 
who've struggied with providing ttiedic^ Inauranco to 
employees were among tho»4 tnalttng preienutioiit at 
the U S. Congretf Joint Economic Committer htaring. 

About )dO people attended the four.hoar hearing In 
the nuriing auditorium of St. Uike'i Hoipital.it W|i 
conducted' by Sen. Roger Jepeen, R*lOw«, who chalrC 
the committee. • 

According to a Jepaen aide, the . information 
submitted Wedrteaday will be Included 16 ft report to 
m«mbera of Congress and eongrtasional committees ' 
add^^seing health-related Isiuei. 

Opening the hearing, Jepaen aald the health care 
dilemma "is much like the weather, It gets talked about 
but nothing It do^e.** Over II blllibn i day la ipent on 
health care In the U.S., he taid. 
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Jepsen told the audience that ConRrest iind the 
prt :*idf^nt 'now /seem rt>ady" to establish a national 
l^iluy on henlth care 

testimony fron^ members of four pAneli mAklng 
prrsentfltlons dunng the meeting here, the second of 
!wo forums held In the country, can play nn lm|>ortnnl 
•ole In developmg the policy, he said. T\\c first forum 
wft» held carUi*r this year In Washington, D C 

Discussions by iho 23 panelists Included ihe 
following 

• K<?onomic conditions of hospitals are having "a 
pn>fuitnd im|>acl on patients," pointed out Mercy 
HobpiUI Administrator Jim Tinker As hospitals 
reluct.i^ily rut staff reduce operati^onal expenses due 
U) ri vi^nue loMes. Tinker hat detected "mounting 
resvnnnent among patients." 

I'hjs resentment has surfaced with a new method of 
paying hospitals for care of federal Medicare patients 
The method, using Diagnostic Related Groups, or 
DHGs, es'tablishes'sct amounts to be paid the hospitals 
(or each type of medical care 

Consequently, elderly people and others have been 
released within a day of having cataracts removed from 
Ihetr eyes with no regard given for the assTstance they'll 
ruive available at home. Tinker complained 

• Julie Beckett, whose young daughter Katie made 
hehdllnes In 1981 In an exumple of federal red tape 
thv^arting financially efficient alternatives to hospital 
care (In Beckett's case, care at home instead of In the 
hospital), lold of her daughter's case and those of other 
families with similar circumstances. She urged coopera- 
tion betwee^n government a^encjes and health care 
officials to get proper asslstimce to fainlMes. 

• Jodl MIHet of 126 Harbet Ave, NW quit her Job 
after almost a year of employment because her $373 
monthly wages weren't enough to pay health Insurance 
premiums, modicul bills, balj^sittlng costs for her young 
chUd and other Hving expenses aniountlng to about 
$599 a month. 

After quitting her job. Miller and her child became 
eligible for Aid to Families with Dependent Children, 
food sumps and Medicaid medical care pafd by the 
state and federal governments. With fewer expenses (a 
babysitter is no longeWieeded). Miller said she now has 
about $80 left after paying her ^Uls. 

• Representatives of urban and rural hospitals 
complained about the dlffttulty of providing .quality 
care with revenue lliAitations Imposed with the 
Medicare DRGs.-. 
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lM«i>it|tli and with tov«r|imM and indutftry «• potiiibte 
coft-cutting in«a«tkt«p/iK:c<>rding tc> th# pret^ 
Lult«*« Hospitnl, .Sam WiUlac*. Rowtmv IMeral 
uiti)ni«t lavft loom as ^OMibla burtieri to n«(workt 
.l)22||V9M|d^spitatf and inrhom«> nuntng a^neiM, ha 

• pSKfng . ii}.«dical malpracU«« lawiulu (a an 
*«W#d e#f ni« for hdipltalt and phjwiciana today, the 
jcoats of which iirt patted on to conl^mer*. according lo, 

> €«dar Kapid/THittoifiey Jame%^yd«r. / 

Mora malpi^cticilt claims cdiild arite with tha DRG 
^ethod, ha laid, ^h9cau9« enxjri in diagnoaia' could 
^^bacpme more fluent with rtftrictiopa en. keeping 
patients In hospitila tor exiiminatlona. 

• Industry is t«l(ing steps t« reduce the need for 
medical l^anMn an elforj to cuhall the cost of pit>viding 

/aiiiployee health insurance covecagi(. 
\:i Six years after ©(fcrin^a praventative program that 
includes medical screenings and incentives to employ- 
e*s to be health consclou*. Rttsseli Knuth o£ Pidneer 
• Hy^Bred -Intematibhal Inc. told the 
^onywny is saving about <1.370 a PV^eilh 
employe#*il. insurance coverage. ^ . / . 




It s A GREAT BIG WONDf RFUL WORID ^ 
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